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SU>IMARY AND CONCLUSIONS 



Summary 

The purpose of this study is to present an analysis of the day care 
industry in Seattle and in Denver. This analysis includes a description 
of the day care structure as it existed in mid-1974, as well as an . 
estimate and breakdown of cost functions in order to determine the 
custodial component of day care services. 

Four separate sectors of the day care industry are recognized in 
this study: in-home (I-H) providers, unlicensed family day care home 
(FDCH) operators, licensed FDCH operators, and child care centers. For 
some purposes, these four sectors are grouped into an informal and a 
formal sector. The informal part consists of I-H and unlicensed FDCH 
operators, while the formal segment consists of licensed FDCH and center 
providers. Moreover, the center sector is furthr"ir broken down into three 
different types: nonprofit private, nonprofit pub'ic, and for-profit 
private centers. 

Characteristics of the Day Care Industry 

Day Care Provider s 

Day care providers in the informal sectors were somewhat younger 
than those in the formal sectors. However, in each sector we found that 
the majority of the providers, regardless of r.ge , had some previous full 
time job other than child care; within the formal sector, almost all 
providers had some previous full time work experience. There are indica- 
tions that some of the providers, expecia'lly those in the informal sec- 
tors, may be temporarily out of the regular labor force, primarily due 
to the desire to stay home to care for their own children or to acquire 
an education. Nevertheless, the majority of day care providers are 
probably part of the regular labor force. 
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The implication of this finding is that labor supply would be 
unlikely to constrain an expansion of day care service, unless providers 
are required to come from some special group, such as housewives with 
experience in elementary education. In that case, an expansion of the 
supply of day care might be limited by a shortage of that type of labor. 
However, the fairly low average level of educational achievement in most 
sectors makes that assumption unlikely, at least as it concerns the 
r majority of providers. 

We also found that the proportion of Black and Chicano providers 
in the informal sector in Denver was much greater than in the formal 
sector. The same finding is true in Seattle, except for I-H providers, 
where the proportion from minority groups is approximately the same as 
in centers. Moreover, the racial/ethnic compobition of day care users 
in both cities was approximately the same as that of providers. How- 
ever, within the center sector we found that a large percent of the 
public nonprofit staff and children were from minority groups, while 
only a small proportion of users and staff in the private for-profit u 
centers were Black or.C.hicanos . Therefore, except for the profit- 
oriented centers, we found that there was no apparent restriction on 
entry into the field of day care by minority' group members. 

Providers and users are more likely to be related in Denver than 
in Seattle. We obtained information on the relationship between users 
and providers of day care for all but the center sector. For the 
licensed FDCHs, about one-fourth of the children using day care servf.jes ^ 
were related to providers of those services. However, in the informal 
sect:ors, there was a much larger percentage of providers in Denver who 
were related to the children for whom they provided care than in 
Seattle: almost two-thirds of the unlicensed FDCH operators in Denver 
were related to the children using their services, whereas in Seattle 
the proportion was only one- third. Furthermore, we found that over 
four-fifths of the Chicano unlicensed FDCH op.-rators in Denver provided 
services for related children. It appears that the more liberal sub- 
sidy policy in Denver, whereby related unlicensed providers can more 
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easily obtain payment for providing day care services ^ has rc>sulted in 
a far greater use of relatives for unlicensed day care. 

Considerations of Quality in Day Care 

From the point of view of users, perhaps, the tor;: important con- 
sideration concerning day care services is the 4vjj;.jty of that care. 
While no universally accepted standard for determ I.xiing quality exists, 
when comparisons must be made, the ratio of children to child care staff 
is generally used. The view is that wher? there are fewer children per 
available staff, there is a higher quality of care being provided. 
(Research being undertaken by the Office of Child Development may soon 
shed light on this controversial issue.) We we^e able to obtain data to 
estimate the child/staff ratios, and we also obtained data for an alter- 
native measure of quality, the self-reported ratio of educational to 
custodial activities. 

As regards the child/staff ratio, we found that the informal sec- 
tors in both cities have lower ratios — that is, higher presumed quality 
of care — than was found in the formal sector. However, characteristics 
of the caretaker are also of importance in judging how the available 
staff affects quality. We found that the educational achievement, which 
is presumed o be positively related to the quality of care, of informal 
sector providers is generally lower than was found for the formal sec- 
tor staff. That is, although intrasector comparisons of quality on the 
basis of the child/staff ratio are possible, inter-iSector comparisons 
are not very meaningful. It is difficult to judge, therefore, on the 
basis of the child/staff ratios, whether the quality of care was higher 
or lower among the various sectors of the day care industry. Within 
each sector, assuming that the child/staff ratio is an acceptable cri- 
terion of quality, those providers with fewer children are offering 
better care. In the center sector in particular, the public centers 
were providing better care than the other center components in both 
cities, although the difference in che child/staff ratios between the 
public and private nonprofit centers in Denver was negligible. 
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The other measure of quality for which we obtained data (self- 
reported by the provider) V7as the percent of total day care time devoted 
by providers to educational-developmental activities, relative to the 
time spent on purely custodial . .-vices.* In Seattle, the informal 
sector providers said tha': :hvjt IC"'^ of their time spent caring for 
children for pay wa^^ dev. Lr -l t.dU'.ational-developmental care. The 
licensed FDCH providers ^n Seatnl^-, along with all sectors other than 
centers in Denver, sa'.d that about 20% of their time was devoted to the 
higher quality of care. In centers, about 30% of the time was spent on 
educational-developmental care, with public center staff claiming that 
up to 45% of their time was devoted to the higher quality of care. 

Although we have presented our findings '^n some variables thought 
to influence the quality of care, we hesitate to draw firm conclusions 
from the results. The definition and measurement of the quality of 
day care have not been formulated objectively enough by educators to 
allow economists to make judgments about the adequacy of existing day 
care . 

Supply Constraints 

Our study of the supply of day care focused on two major issues. 
First, we asked whether there was excess supply or demand for day care 
services, i.e., whether or not the day care market was in equilibrium; 
and second, we asked what could be said with regard to the price elasticity 
of supply—that is, could we determine the relationship existing between 
changes in supply and changes in the price of day care services? 

Although equilibrium conditions are difficult to determine from a 
static view of the market at one point in time, a review of the capacity 



*As a measure of quality of care this ratio is only a reasonable approx- 
imation for at least two reasons: first, the questioanaire allowed 
respondents considerable freedom in categorizing i:heir activities, 
which must have lead to some inconsis-^encies in the data; second, there 
is some evidence that activities classed as educacional-rdevelopmental 
can be harmful to the child. (See, e.g., William J. Meyer [13].) 
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utilization of providers and of waiting lists for users in the day care 
market can provide some information about the state of the market at 
the time of the survey. Examination of that data leads us to believe 
that the markets for day care in Seattle and Denver were api>roximately 
in equilibrium at the uime the interview was conducted. Ho^^ever, 
there appears to be substantial friction in the clearing of the market. 
For example, within the center i^ector we found that almost 60% of all 
centers in both cities had waiting lists, with almost three-fourths of 
the public nonprofit centers stating that they had a waiting list; and 
at the same time we found that the averoge level of capacity utilization 
for Seattle centers was 85%, with the public centers utilizing only 78% 
of their capacity. In Denver Che utilization rate was 95% for both the 
total as well as for public centers. 

That unused day care services and waiting lists exist simultaneously 
may indicate some frictions in the day care market; which may have a 
variety of causes. Day care service is not easily standardized , so 
demanders must search for a supplier who fits their needs. Differences 
in the type of care, as well as in the hours of available care, contribute 
to the time needed to find desired day care. Special needs may also make 
a match between child and provider more difficult. We found that care was 
more difficult to find for very young children and for children with 
any but the most routine illness- It is a commonly heard complaint 
that not enough day care capacity is available for toddlers — children 
under the age of two. However, we found that a substantial proportion 
of the children cared for in licensed and unlicensed FDCHs in both 
cities, as well as in public centers in Seattle, are toddlers- If day 
care users are trying to get toddlers into the other segment of the day 
care market, the complaint may have some validity, as only a small per- 
centage of the children cared for in these other segments are less than 
two years of age- Although a large percentage of the informal sector 
providers will take care of children with a minor illness (e.g., a cold), 
the percentage drops sharply for licensed KDCH providers; and the per- 
centage of centers tliat offer such care is negligible. Yet another pos- 
sible reason for friction in the day care market is that information 



SC-5 



about available suppliers was not widely used. Although both cities 
have free referral services, we found that only 10% to 25% of all 
children were enrolled through the use of these services. Most of the 
other users learn of the available service through friends, neighbors, 
or relatives. These, then, are some of the causes for the simultaneous 
existence of underutilization of capacity and excess demand in the market 
as a whole. 

Information on the reaction of supply to changing prices was more 
difficult to obtain than that about the current state of the market. 
The available information related to possible constraints on supply 
rather than to the actual change in aggregate supply that might result 
from an increase in price. As has already been mentioned, the supply of 
labor seems unlikely to be an absolute constraint on the supply of day 
care. Other inputs, such as buildings or equipment, are also not likely 
to constrain the expansion of day care. 

However, there are barriers to entry, in the form of licensing and 
zoning requirements, for providers in the formal sector of the day care 
industry, which could potentially constrain the supply of day care. The 
licensing procedure, although it takes some time, does not seem to be a 
major barrier: the majority of providers waited less than two months to 
obtain their licenses and few family day care homes spent more than $100 
complying with licensing requirements. However, there is some indication 
that the cost of compliance, especially as it concerns the new Title XX 
child/staff standards, may present a significant financial burden for the 
private for-profit centers,* if enforced. Zoning restrictions may also 
present something of a barrier to entry for centers. Approximately one- 
third of the centers in both cities and a smaller proportion of family 
day care homes had to obtain zoning variances in order to provide day 
care services. These licensing and zoning requirements did contribute 



*See Samuel Woiner, *'Thc Cost of Compliance to Federal D.ay Care Stand- 
ards In Seattle and Denver,'* SRI Research Memoiandum, June 1 977. 
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noticeably to the cost of entry into the day care market. However, 
these are costs under control of the local authorities. Regulations 
could be simplified and procedures streamlined if the decision were made 
to increase the availabi-l.ity of day care. For example, in Denver there 
are a number of different agencies involved in the licensing process, 
including health, sanitation, zoning, building, and fire. These some- 
what overlapping jurisdictions delay the licensing procedure and most 
certainly impose an additional, if only psychic, cost to the potential 
entrant into the day care market. 

Revenues and Fees 

This deals with the financial environment of day care providers. 
The issues dealt with in that area are primarily concerned with sub- 
sidies, fees, and revenues. 

Concerning subsidies, we found that in Seattle very few of the 
informal sector children were fully subsidized, somewhat less than 10%; 
in Denver, between one-fifth and one— third of the users of informal care 
were fully subsidized. (We found that Denver was more liberal than 
Seattle in allowing subsidy payments for I-H and unlicensed FDCH vendors. 
In general there appeared to be less governmental interference or pres- 
sure on the day care industry in Denver.) in the Seattle centers, about 
one-fourth of the enrolled children were fully subsidized; however, th^ 
public component of the center sector showed a much higher percentage 
of their children being subsidized, almost 75%. In the Denver centers, 
a very small percentage — less than 5% overall — of the e*^' oiled children 
were fully subsidized. Again, the public centers, with almost 45% of 
their children fully subsidized, were >^in exception. 

An ImportapL finding for centers was that the larger the percentage 
of children being subsidized, the greater the grosn revenue per child. 
Because of tho nature of the data collected, a similar comparison for 
the other sectors was not undertaken. For centers, however, this finding 
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indicates the possibility of differential pricing according to subsidy 
status.* The data also suggest the possibility that revenue from sub- 
sidiz ed child ren is a steadier and more reliable source of income. 
Moreover, the payment for subsidized children .relative to nonsubsidized 
users is more likely to be made even if the child is absent for a short 
period. Thi-s could also lead to higher average revenue from subsidized 
children. 

Concerning fees, we found that on the average the fees per child 
range betwe-a about 45c and 60c/hr in all sectors, except for the private 
nonprofit centers in Denver, where the average fee charged falls to 
33c7hr. However, we also found a very large variance in the average 
hourly fees paid. Although the variance was large for all sectors, it 
was especially pronounced in some: in Seattle, for example, the maximum 
fees were more than three times greater than the average for I-H pro- 
viders and for every type of center provider, whereas FDCH operators 
showed a much smaller difference between the average and the maximum 
fees. In Denver, on the other hand, the variation was very large for 
all sectors, with the exception of the public and pri^te nonprofit 
centers . 

Revenue consists ot the fees and subsidy payments received. Gross 
monthly revenue per child is fairly low for the informal providers in 
both cities, being about $20 to $30; it rises to $42/child in both cities 
for the licensed FDCH operators; and it again doubles for centers, with 
Denver showing a substantially higher average gross monthly earnings 
than Seattle. In both cities the public centers had the highest average 
gross monthly revenue. The variation between sectors was far less marked 
with regard to the maximum gross monthly revenue per child. We found. 



*One reviewer suggested that such a positive relotionship could be a 
reflection of higher wage bills at public centers, which have a much 
larger proportion of their users subsidized. This seems to be as 
reasonable a hypothesis as the one suggested above. 
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overall, that approximately 90% of all sector providers had gross monthly 
revenue per child that was less than $100, with the exception of the 
public centers. In that component of the center sector, less than one- 
fourth of the providers grossed under $100/child/month . 

We also wanted to determine whether earnings could be predicted 
from data collected in the survey. Furthermore, we were interested in 
the racial/ethnic earnings differences that might be found in those 
predictions. In order to accomplish rnit* , regrejr;.-:ed gross earnings 
per month per provider against seventeen independent variables to obtain 
an estimated regression equation for predicting earnings. This was done 
for unlicensed FDCHs in Denver and licensed FDCHs in both Seattle and 
Denver.* The predicted values using the mean values of the independent 
variables in the estimated regressions ara somewhat lower than earnings 
obtained directly from the survey d^ata; however, the predicted values 
are all within one standard error of the survey data earnin«gs. We also 
found that the predicted earnings for Blacks in Seattle are somewhat 
higher than for Whites, but predicted earnings for Blacks in Denver are 
lower than similar values for Whites or Chicanos for both licensed and 
unlicensed FDCH operators. This result is difficult to explain but 
is consistent with the effect of race in the estimated cost functions, 
as reported in Part V of this study. 

Finally,, we also have data supporting the view that day care earn- 
ings for I-H as well as licensed and unlicensed FDCH operators are 
generally a second source of family income. For those groups, in both 
cities, the majority said their day care earnings were their only source 
of personal incomes; however, only a very small proportion said that 
those earnings contributed at least half of their total family income. 
It appears that most of those day care providers are women who are 
clasrified as secondary workers but are part of the regular labor force. 
Others have preteenaged children, and in the absence of an earning 



*The data for I-H and center providers in both cities, and unlicensed 
FDCH providers in Seattle, was not s-uitable for estimating a regression 
model . 
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potential within an environment where they can provide care for their 
own children, they would be in the labor market on at best a part-time 
basis, either in hours per week or weeks worked per year. 

Costs 

Descripti ' e 

This •■*'-. the last area for descriptive analysis that is covered by 
data from our survey. Here we present a descriptive analysis of the 
actual costs of the services provided by those interviewed. The same 
data base is used to derive a cost relationship in which the custodial 
component can be isolated. A summary of that analysis is presented below. 

In 1968, the Children's Bureau of HEW presented costs for various 
levels of day care.* If we adjust those costs for 1974 prices, and if 
we assume that gross revenue equals costs, we can compare the Children's 
Bureau standards with our survey data. The costs given by the Children's 
Bureau for alternative levels of care,"' according to the quality of care 
provided, were: 

Minimumt level of care $136/child/month 
Acceptable level of care $204/child/month 
Desirable^ level of care $254/child/month 

Our survey data shows that only public centers in either city met the 
minimum standard. 



*Although the Bureau was an advocacy agency their standards can be used 
as a yardstick against which other costs can be measured. 

■''These are costs estimated for centers; the equivalent costs for family 
day care homes are $156 (minimum) , $222 (acceptable) , and $260 
(desirable) . 

■j-This level of care approximates custodial care. 
§This level of care would involve a high level of educational- 
developmental care. 
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The costs that we estimated from our data were far lower than those 
suggested above for a minimum level of care. The average monthly cost 
for unlicensed FDCH operators, excluding imputed salaries, is about $35 
in both Seattle and Denver* Comparable costs for licensed FDCH operators 
are substantially higher in both cities, $83 in Denver and $112 in 
Seattle* 

We also derived costs for a level of care even lower than oar sur- 
vey data estimates* If cur determination of an adequate level of cus- 
todial care ii comparable to the Children's Bureau's minimum level of 
care, then costs for that type of "care in Seattle and Denver are far below 
those suggested by the Bureau. On the other hand, the minimum level of 
care proposed by HEW may include noncustodial elemeivts^ or our measure 
of adequate custodial care may be considered subminimal by the Children's 
Bureau. If the Children's Bureau figures for minimum care ai'e a true 
reflection of adequate custodial care, we must conclude that the majority 
of the Seattle and Denver day care operators do not provide it. 

In the center sector, we were able to derive estimates for the 
monthly variable cost* per child. In Seattle, it averaged $95 and in 
Denver it averaged $107. Within the center sector the ranges for monthly 
variable cost per child were $61-157 in Seattle and $68-$160 in Denver. 
In almost all cases,* the variable cost was between 85% and ^00% of total 
revenue. 

The Cost of Custodial Care 

Before a rational decision can be made regarding government sub- 
sidization of day care, cost and cost determinants must be known. Part 
V provides this information f.or Seattle and Denver. Cost functions are 
presented that provide estimates of the cost of custodial day care in 
the two cities. While they provide the information required by the 



*Includlng salaries and wages, insurance, rent, all utilities, janitorial 
service, nondurable supplies, advertisement, food, and cost of leased 
equipment . 
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policy maker, they do not represent a complete description of cost 
relationships in day care. The limitation on these results is that 
variations in quality are not brought explicitly into the models- 
Because of the diversity of opinion regarding the nature of quality 
for day care services,* and also the necessity of taking some account of 
differences in quality, we chose to estimate costs for one particular 
level of care that we felt could be adequately defined: custodial care- 
that is, day care that approximates the care provided by a family+ but 
does not include services aimed specifically at child development . I 

Cost functions were estimated for in-home providers, family day 
cara homes, and day care centers in Seattle and Denver. We took advantage 
of the similarities between cities and between some types of providers 
to pool the data and obtain more accurate estimates. However, within 
these pooled models, important variables were allowed to vary across 
cities and provider types. Values of the explanatory variables were 
chosen representing a custodial level of care, and these were substituted 
into the estimated models to produce estimates of the cost of day care 
for each city and provider type. For both cities it was found that care 
by in-hor..e providers was least expensive and that by family day care homes 
was most expensive. Estimated charges per child for a 40-hour week of 
care ranged from $10.98 to $22.56 in Seattle and from $7.37 to $17.22 
in Denver. For in-home providers, the charge was calculated per family 
rather than per child. For a family of six children, the same number of 
children per provider used for the estimates for the other types of day 



*See discussion in Part II. 

+We do not wish to implv any value judgment on the quality of care pro- 
vided by parents. However, such care could be described as care given by 
persons not usually specially educated for the task. We borrow (with- 
out necessarily endorsing) from educators the ideas that specific edu- 
cation in child care is desirable in day care providers and that formal 
developmental programs are beneficial additions to day care programs. . 
The reader should bear these assumptions in mind in assessing our 
findings . 

isee Appendix F for a discussion of the variables used as indicators of 
quality in the estimated cost functions. 
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care, the minimum charge was $45.78 in Seattle and $29.58 in Denver (or 
$7.63 per child in Seattle and $4.93 per child in Denver). 

In producing these results, it was necessary to make some assump- 
tions about the capital used in the production of day care services in 
family day care homes. Any capital used by in-home providers presumably 
belongs to the parents of the child and so is not an element of cost; 
on the other hand, for centers, capital could be brought explicitly into 
the cost relationship. But FDCHs are homes as well as day care providers, 
so pieces of their capital cannot be identified as specifically devoted 
to day care. We could not use capital in the cost relationship for 
FDCHs, but an analysis was dene to see if a part of the capital found 
in these homes could be related to child care. Three measures of capital 
for FDCHs were compared with the same measures for a control group of 
similar families who did not provide day care, drawn from the control 
populations for the Seattle and Denver Income Maintenance Experiments. 
The only difference discovered was in the number of rooms in the home. 
FDCHs were found to have significantly more rooms ihan similar homes 
which did noti provide child care. The difference averaged about one- 
and- three-quarter rooms in Seattle and one room in Denver. While too 
little is known to assign a dollar value to this difference, it does 
indicate that there are capital costs in the operation of family day 
care homes. 

Conclusions 

One conclusion we can deduce from the data reviewed is that the 
simple distinction between formal and informal day care, based on 
whether the provider is licensed, is only partially supported by the 
data. It is not fully supported in the sense that a comparison of the 
averages for the different series examined does not show a clear simi- 
larity between I-H and unlicensed FDCH providers on the one hand, and 
licensed FDCH and center providers on the other, for most of the series 
reviewed. In some cases we do find these similarities, in others not. 
In fact, in some cases I-H and center data are similar, while licensed 
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and unlicensed FDCH data follow a consistent pattern, and the two sets 
of data are very dissimilar. 

We found that in the informal sector, there was generally a larger 
proportion of older and younger providers than was found in the formal 
sector. However, the proportions were similar in the for-profit centers 
to those found in the unlicensed FDCH sector. There was also a fairly 
consistent, if small, difference found in the mean years of schooling 
completed between the formal and informal groups, with the latter having 
a lower mean value. Furthermore, it appears that providers in the formal 
sector "^twirf^ed in their sector a longer period of time. 

Looking at the racial/othnic composition of both the providers and 
the children, we find little consistency in the formal/informal-care 
dichotomy. In general, the percentage of minority group members who 
are providers in the various sectors corresponds to the percentage of 
children who were minority group members. However, there was no clear 
distinction between licensed and unlicensed providers. It appears that 
providers and children in unlicensed FDCH facilities were more likely to 
be minority group members; except for the Seattle staff members, the 
same held for public centers. We also found that more minority children 
(Black and Chicano) use the public nonprofit centers. This is especially 
true in Seattle, where over two-thirds of the currently enrolled chil- 
dren are Black. Since the public centers tend to be in a model city or 
other low- income areas, this is not at all surprising. 

When we look at the proportions of children cared for who were under 
two years of age, we find a similarity between I~H and center providers, 
as well as a similarity between the licensed and unlicensed FDCHs. This 
relationship was not found in any of the other series. 

In general, the percentage of hours worked devoted to educational- 
developmental care followed the formal-informal distinction, with the 
latter group generally spending substantially less of its time on the 
higher quality of care. The same was true for the series showing the 
proportion of facilities that allowed sick children to stay during their 
normal period of care. And the data on gross monthly earnings per 
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currently enrolled child showed a clear distinction between licensed 
and unlicensed providers. 

Overall, there appears to be a reasonable basis for the assertion 
that day care can be broken into a formal and an informal group, based 
on whether the facility is licensed. The other main conclusion is that 
there appears to be a significant difference between the two cities in 
many of the series discussed in this part of the study. In other words, 
the day care industry in Seattle is not the same as the day care industry 
in Denver for much of the data reviewed. 

Concerning providers, there appears to be a higher proportion of 
older and younger providers in Seattle than in Denver, except for cen- 
ters, where the opposite is true to a small extent. We also found that 
in Denver providers were generally slightly less educated in terms of 
years of schooling completed. Furthermore, in Denver a significantly 
larger proportion of the providers, as well as of the children, were 
either Black or Chicano. 

On the other hand, gross monthly earnings per enrolled child, and 
hourly fees per currently enrolled child, was quite similar in the 
four individual sectors. However, there was a substantial difference 
in gross monthly earnings for I-H providers in Seattle and Denver, and 
for hourly fees for unlicensed FDCHs . 

In the informal sector in Denver, there were substantially larger 
numbers of related children provided day care by I-H and unlicensed 
FDCH providers than in Seattle, and far more of the children were fully 
subsidized. In the formal sector in Seattle, there was a large percent- 
age of children whose care was fully subsidized. 

In sum, there appears to be a reasonable distinction between a 
formal and an informal sector in the day care industry in Seattle and 
in Denver. There also appears to be a real difference in the structure 
of the day care Industry between those cities. However, there were 
enough exceptions found to justify the view that these conclusions should 
not be considered too firm. 
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Implications for Public Policy 

Few systematic studies of day care providers have been done, while 
both interest in the area and governmeHt intervention have increased. 
For these reasons it seems worthwhile to summarize the implications of 
this study for day care policy. It must be kept in mind that the find- 
ings discussed below and the conclusions drawn apply only to Seattle 
and Denver, and should not be generalized uncritically beyond uliose two 
cities . 

1 . Is the day care market competitive? 

We found the day care markets in Seattle to be generally com- 
petitive. Prices did seem to be influenced, in the formal sector, by 
the level of indirect subsidy, but that is a result of the fact that 
subsidies to parents are earmarked for day care. If a provider cut her 
prices, the subsidy would be reduced for the children under her care, 
and she would not have improved her competitive position- This does not 
necessarily imply that the day care market was not competitive. Pro- 
viders were free to ad,iust the quality of care in response to changes in 
the subsidy, and this mechanism, in the absence of some other constraint, 
would assure competition in the market. No other constraint, such as 
entry barriers, was found. We also found some evidence, discussed below, 
that direct subsidies do not result in equivalent reductions in charges. 
However, these subsidies may also have been spent to improve service, 
so this is not conclusive evidence of market power. Because no con- 
trary evidence was found, we conclude that the day care markets in the 
two cities are generally competitive. 

2. Are there barriers to entry in the day care maxkfii:? 

We found some barriers to entry into the day care market, but 
they were not substantial. Centers, and perhaps family day care homes, 
require capital investment, but the amount required is probably less 
than that required of most small businesses. There are also licensing 
and zotiing requirements for f ormal^sector providers, but the require- 
ments are not particularly onerous. Complying with the licensing 
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requirements necessitates a moderate increase in capital investment. 
Also, certification of compliance with the licensing and zoning require- 
ments can delay the openiig of a center or family day care home, but 
almost all the providers in our surveys had completed the process 
in less than two months. 

Our survey also found little evidence that entry into the market 
was more difficult for minorities. For the market as a v/hple, the 
racial composition of providers matched that of the children. Within 
some sectors of the market, we found more variation, but not enough to 
provide clear evidence of any pattern of discrimination. 

3 . Is regulation successful? 

Regulation of the day care centers in both cities seemed 
moderaLely successful. Some family da\ care homes in both cities were 
unlicensed and therefore unregulated. There were fewer unlicensed homes 
in Seattle than in Denver, because a greater effort was made by the 
licensing authorities in Seattle. But, in either city, it seemed pos- 
sible 'for someone to take a few children into her home for care with 
little chance that they would be noticed by the authorities. 

The regulations J.n force at the time of our interview were straight- 
forward and relatively easy to enforce, and some of them were enforced 
by other agencies, such as the fire departments. Greater efforu would 
be required to enforce more comprehensive regulations, and some prob- 
lems might be experienced if that were undertaken. 

4 . Would additional regulauions raise costs substantially ? ^ 

Using the data collected in Seattle and Denver, we made 
estimates of the costs of compliance with the federal day care stan^ ""ds , 
including the Title XX Ammendments that were partially implemented on 
October 1, 1975 (see Weiner [26] ) . * We found that there were a significant 



^Imposition of a more stringent child/staff standard for children under 
three, which is part of the Title XX Ammendments, has been postponed 
through at least September 30, 1977. 
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number of licensed day care operators who were not in compliance with 
existing and proposed federal standards. Especially heavy costs would 
have to be incurred by the piivate for-profit centers not in compliance. 
On the average, however, the increases in the number o^ family day care 
homes or staffs of day care centers, upon which cost is heavily depend- 
ent, are significant, but not oveirwhelming. 

5, Are direct subsidies an efficient means of supporting day care ? 

The evidence from our survey is especially equivocal on this 
point, because our information on direct subsidies is from 1973, while 
our cost data are from 1974. However, if it can be assumed that subsidy 
levels remained relatively fixed for the two years, then the survey 
indicates that direct subsidies are not an efficient means of reducing 
costs to users of day care, since in the sectors receiving direct sub- 
sidies, little reduction was seen in the charges to users* While this 
evidence argues against the use of direct subsidies to iovet user charges, 
it is not necessarily evidence against the use of such subsidies. 1^: 
may be that the direct subsidies were spent to upgrade the quality of 
the service, provided and did not benefit the provider at all. However, 
the same result could be obtained by indirect subsidies to users, com- 
bined with greater regulation. Such a policy would give more control 
to parents, and so would seem to be preferable. 

6. Can costs be estimated for a given level of care? 

For a program of indirect subsidies to be efficient, the 
agency administering the program mi\st be able to set a subsidy level 
that would just cover costs for the level of care desired. The meth- 
odology used in Part V provides a way to estimate this cost. In order 
to use this method, the level of care must be defined in quantitative 
terms, and the level of care desired should already be provided by some 
day care c^p^rators. If these two requirements are met, a study modeled 
on the one roported in Part V should provide sufficient information 
for Che administering agency to set a reasonable subsidy level. 
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Considerations Regarding Subsidies 

Aside from the six points discussed above, there are several 
issues concerned with the subsidy (revenue) side of public policy that 
arose from our analysis of the survey data. One of the critical issues 
is whether the subsidy should promote the services deemed to be desirable 
by the subsidizing agertcy, or some other nonuser group, or whether the 
subsidy should instead promote use of the service preferred by its user. 
For example, if care by members of the extended family is preferred, 
subsidy policy can promote such care by allowing payment to relative.' , 
especially for in-home care. In Denver, where public agencies were 
more likely to allow suuh subsidy payments, we found a far larger per- 
centage using relatives as I-H providers. If subsidy payments were not 
i;.;'o>,.v:d for relatives, che modal choice would probably be affected. 
(See [11], T)p. 47-50; although the issues raised concern the demand 
ftide, they were included here because of their relevance to other issues 
on the supply side.) 

Another issue is the extent to which subsidy policy should promote 
the provision of special needs, such as sick child care or care during 
odd hours. The costs of these special services are generally higher 
than those for the usual day care service, and the subsidy policy will, 
in effect, determine the availability of these special services. 

Finally, it appears tha*; day care providers are partially subsidizing 
users through the low average earnings they receive relative to their 
education and previous work experience.* Enforcement of the minimum 
wage, especially for noncenter providers, would have serious implica- 
tions for the fees, and therefore for subsidy requirements. 



*This is true mainly for I-H and FDCH providers. 
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I INTRODUCTION 



The availability of child care services for working parents is a 
critical issue for public policy. It is critical for labor force par- 
ticipation decisions, especially for mothers; and it is of equal impor- 
tance to federal, state, and local governments because of the costs 
implied. In order to have a better understanding of this issue, a study 
of the demand for day care was undertaken [11] . That study emphasized 
the effects of child care programs on modal choice. As a complement to 
that study, the present report was designed to examine the several modes 
of day care services offered in Seattle and Denver. 

In the study of demand, it was hypothesized that the day care 
industry could be divided into a formal and an informal sector. This 
division was based on whether the vendor was licensed; and the reason 
underlying this distinction waci that licensed vendors differed in their 
basic economic structure and motivation from the unlicensed day care 
operators . 

Analyzing the day care industry in terms of a formal and an informal 
sector is one possible approach. An alternative is to view day care as 
composed of four major components: in-home (l-H) care, unlicensed family 
day care homes (UFDCH) , licensed family day care homes (LFDCH) , and 
centers (C) , with the first two components constituting the informal and 
the last two the formal sectors. The analysis in this study will be 
based largely on the four separate components, although, where it is 
relevant, the formal-informal dichotomy will be used. Moreover, a 
breakdown of the center sector* according to proprietary type, will also 
be used. Before proceeding with the analysis, a brief descriptive 
statement concerning the four components of the day care industry will 
be presented. 



Components of the Day Care Industr y 

In-home child care vendors provide regular child care for pay in 
the user's home. This group comes closest to the popular image of the 
baby sitter. They tend to be younger, work fewer hours per week taking 
care of children for pay, and they tend to move in and out of the day 
care field with greater frequency than do day care providers in other 
sectors. In general, the in-home sector consists of a large number of 
highly mobile, atomistic providers. Our description of this sector is 
based on 25 I-H providers surveyed in Seattle and 20 in Denver. 

* 

Family day care Kome (FDCH) caretakers, whether unlicensed or 
licensed, provide regular paid child care in the caretaker's own home. 
Child care is usually for less than 24 hours during any one day; howaver, 
a FDCH operator can sometimes take care of children during the entire 
day. We include in this sector all care given for payment in cash or 
in kind, but do not include cooperative arrangements. Cooperative 
FDCHs, unless they are communal types, are usually the weekend or stray 
evening variety. This does not mean that cooperative child care arrange- 
ments are not in some instances, or may not be more generally in the 
future, a viable alternative. But as an element of the current day care 
industry it appears to have little relevance. Our description of the 
.unlicensed and licensed FDCH sectors is based on interviews with 214 
licensed FDCHs in Seattle and 167 in Denver, as well as on 27 unlicensed 
FDCHs in Seattle and 104 in Denver. 

From a very intensive investigation of FDCH facilities in Massachu- 
setts, Professor Richard R. Rowe and his associates were able to con- 
struct a typical day for an FDCH operator. He describes that day as 
folluws: 

"A typical morning starts at 7:30 when Billy and Todd, 
ages two and foji" years, are dropped off at Mrs. Rosewater's 
hous^i on Mother's way to work: one-half hour later, three- 
year-cld Sally and five-year-old Mike and Amy arrive. Each 
child encers to a breakfast of juice, hot cereal, and milk. 
While Mrs. Rosewater does the dishes (assisted by the older 
children), the others wander around the kitchen, winding up 
in a small room Mrs. Rosewater has arranged for a children's 
playroom. Sally busily builds with a Lego set; Billy and Todd 
half-heartedly begin to play fisherman. 
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"Throughout the day, Mrs. Rosewater watches over and 
plays with the children, soothing a bumped feeling, direct- 
ing a child into a game or activity, arbitrating a minor 
dispute over the TV. While ending for the children, Mrs. 
Rosewater cleans house, receives a neighbor over to chat, 
talks on the phone with a variety of friends, weeds the 
garden, and continually cleans, feeds and ministers to a 
changing assortment of active, messy, cheery, crying young 
children. The work is strenuous, sometimes boring, ofter 
uneventful. Aside from talking to her neighbor and several 
frieinds, Mrs. Rosewater spends little time during the day 
with other grownups. When in need, she calls her aunt, a 
woman who successfully raised two families. 

"At 4:30 Billy's and Todd dad stops by, talks brieiJy 
with Mrs. Rosewater about the weacher and the aay and takes 
the boys home. An hour Jater Sally^s and Amy's mothers pick 
up their children. And finally, at 6:0G, Mike's mom, late 
again and apologetic, comes to get her son" [17]. 

This synoptic (ivrerview is in many respects supported by the data 
we collected in Seattle and Denver. Unfortunately, it leaves out too 
much to be of importance to us in describing the supply characteristics 
of the FDCH sector of the day care industry. 

From a purely legalistic point of view, there should be no unli- 
censed fDCHs as a separate group. What this view would imply is that 
there are only legal md illegal FDCH operations, and that aside from 
the legality of the operation, there is no significant difference between 
the two in terms of what is offered for sale. One of the important com- 
parisons will be between licensed and unlicensed FDCHs, to determine the 
differences, if any, between thest; sectors. Our a priori view is that 
licensing imposes a degree of uniformity and increases stability in 
licensed facilities. Moreover, the structure of the licensing process 
may promote a more businesslike attitude on the part of proprietors of 
licensed facilities. 

The last, component in our survey v^as day care centers. We attempted 
to survey the entire population of day carp centers in Seattle and Denver. 
Of the centers fout^.i within the limits of these cities, we obtained in- 
terview data from 67 out of 76 in Seattle and 47 out of 50 in Denver.* 



'See Appendix A for more detail regarding the actual survey. 
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This component of the day care industry is the most structured, in terms 
of child care activities, and probably the most likely to be operated as 
a business activity. Although it is the least important of the four 
major components of the child care industry, in terms of the number of 
child care demanders using the sein/ice, ii: is usually thought of, at 
least by child care professionals, as the epitome of a child care insti- 
tution. Formally, it is usually defined in terms of the member of 
children for whom they are licensed to care. Usually, centers can care 
for seven or more children, although there is a gray area where both 
centers and FDCHs can have 7 to 11 children. For our purposes, a center 
was simply defined as a child care facility licensed as a day care center. 

Unlike the other sectors, centers can be broken down by type of 
proprietorship: profit and nonprofit, private and public. Of the 67 
centers surveyed in Seattle, 21 were private profit-making operations, 
35 were private nonprofit, and the other 11 were public nonprofit facil- . 
ities. In Denver, the 47 centers were broken down as follows: 17 private 
for-profit, 13 private nonprofit, and 17 public nonprofit. A far greater 
percentage of the centers in Seattle are private nonprofit than in Denver* 
This is related to the fire standard changes for Denver mentioned below, 
and their effect on private nonprofit centers. Our descriptive analysis 
of the center sector will look at characteristics not only by city, but 
also by proprietor type within each city. 

Some of the center data came from staff members. A separate staff 
supplement was gxven to each staff member with instructions to fill in 
the required answers and return the completed fonn to the center director. 
Although several follow-up procedures were initiated, the responr.e rate 
for staff member supplements was disappointing.* Of 372 volunteer workers, 
only 33 (8.9%) returned completed forms. Fortunately, the response rate 
was n^uch better for regularly paid staff. Of 1,128 regular staff in both 
cities, 612 (54.3%) returned forms. We ran a series of chi square tests 
on a cross tabulation of the frequencies of several variables against the 



*In both cities, 29 centers (25.4% of the total) failed to return staff 
questionnaires. 
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proportion of all regular staff members who returned their questionnaire. 
In Seattle, none of the differences in the distributions were significant 
at the 5% level or better, while in Denver we found one significant dif- 
ference for the total number of children currently enrolled. What v^e 
found in that instance was that centers with a smaller number of children 
enrolled were more likely to have over 25% of their total staff members 
return completed forms. The frequencies and chi square tests for all 
questions used are given in Appendix B. 

On the basis of that appendix, it does not appear that there is 
any bias introduced in the data by considering staff members who returned 
their questionnaire to be representative of all regular staff members. 

A spects of the Economics of Day Care 

Although we can, in many ways, view day care as an industry, it has 
some very unique properties. These peculiarities make it necessary to 
qualify statements with regard to adjustments that might be expected, in 
general, from some change in market conditions. One important considera- 
tion is that providers, especially in-home and FDCH, but also center 
staff, often care for their own children, or children of close relatives, 
at the same t:vme that they provide paid care for nonrelated children. 
This means that operators are providing a joint product, consisting of 
paid care for nonrelatives and unpaid care for their own children. There 
is clearly some value to be attributed to the care provided for their 
own children. Since no money is exchanged, this value is often ignored. 
However, the total revenue of such providers should be adjusted to take 
account of the nonmonetized value of services provided to their children. 
If that were done, we could easily imagine a long-run adjustment where 
many providers were not covering (monetized) marginal costs. 

0 * The idea of joint products has another dimension—the fact that 
child care services consist of both custodial and educational-developmenta 
components, provided at the same time. In any market adjustment process, 
we would have to break down the relationship between costs and the quan- 
tity of output provided into those two components of child care. Over 
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the long run, adjustments to changes in price may be quite different for 
providers whose cost functions are heavily weighted with an educational- 
developmental component. = 

There is no unique formal theoretical model that we can offer for 
understanding the economics of the day care industry. What we can do is 
present a brief listing of the economic issues that motivated this study. 

The most important issue was determining the short- and long-run 
price elasticity of supply. This involves obtaining reliable estimates 
of the cost functions for day care services. Without them there is much 
less that we can say, analytically, about the supply side of the day 
care industry. However, with such cost functions, we can determine how 
supply will respond to price changes. Similarly, with well-defined cost 
functions estimated, we could look into the issue of scale economies for 
day care services. 

In order to obtain these cost functions, we would have to determine 
all costs of production. This includes not only the current labor or 
equipment and supply costs, but also properly apportioned capital costs. 
It also means that the imputed monetary value of donated time or supplies 
and equipment would be required. This is especially relevant for FDCH 
operators, who of ten .perform market and nonmarket activities at the same 
time. That is, while they care for their own children, for which no 
client money payment is made, they also provide paid child care for other 
children in their home. This creates a serious problem regarding the 
valuation of both market and nonmarket activities, where, as was pointed 
out previously, there are joint products involved. Since labor is the 
primary cost in all day care operations, the manner in which the market 
wage imputation problem is handled will have an important effect on the 
perceived economic viability of day care operations, especially noncenter 
operations. Tt may be true that FDCH providers subsidize buyers of their 
service; however, it might also be true that an incorrect valuation of 
the services provided their own children means we have failed to add an 
indirect benefit to the wages received. 
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Another aspect of imputed costs concerns the voluntary services 
supplied, especially for centers > as well as the use of their own home 
for FDCH operators. In general, the value of volunteer services is 
slnply the predicted earnings that could be obtained by that: individual 
if tha time were spent in paid market activities. However, if the vol- 
unteer's child is enrolled in the center, as is often the case, an ad- 
justment to the market wage will be needed to subtract the value of free 
child care time. 

Along with estimating such costs, we must also face the issue of 
what appropriate measure of output should be used. This is related to ^ 
the activity mix provided the children. Whatever the specific activities, 
what is needed is a dichotomy of all activities into two major components: 
custodial and educational-developmental. What we look for here is quality 
of service being provided. We need to know the extent of variation in 
quality within each sector of the day care industry. Furthermore, the 
variation may refer not only to the custodial versus educational- 
developmental dichotomy, but also to lack of custodial care. The latter 
appears mainly as a general risk element correlated positively with the 
number of children being cared for per custodian. 

Another set of problems that must be analyzed are entry barriers 
and the utilization of capacity within each sector of the industry. 
Capacity here usually refers to the licensed upper limit on the number 
of children who can be cared for. However, it also depends on the number 
of staff present and the required child/staff ratios. Furthermore, the 
issue of what constitutes .j^pacity in a day care facility is tied into 
the question of determining what we mean by the quality of service. A 
lower child/staff ratio may be a reflection of quality differences rather 
than capacity utilization. The issue of entry barriers is related to 
licensing requirements, zoning restrictions, and capital needs. 

Pricing policy is yet another important issue in the economics of 
the day care industry. It includes not only the fee charged per unit of 
service offered, but also the quality of services provided. It would 
also be useful to look into prices charged for special services, such as 
odd hours or weekends. Related to the issue of prices is the question 
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of the subsidy paid. Furthermore, an adequate review of pricing prac- 
tices would give us soiae insight into the extent of price competition in 
the day care industry. 

These are not the only theoretical considerations in the economics 
of day care that might be relevant, but they appear to be the most obvi- 
ously important aspects. In this study we have addressed some of these 
issues, and, using the data collected in our survey, have been able to 
suggest how relevant they were in Seattle and Denver (see Parts II 
through V). However, much yet remains to be done. 
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II CHARACTERISTICS OF THE DAY CARE INDUSTRY, OF THE PROVIDERS, 
AND OF THE DAY CARE SERVICES 



Information from Other User Surveys 

Several national and regional surveys of day care users have been 
undertaken within the past decade [1,12,17,18,21,24,27]. Most of these 
have concentrated on the demand side of the day care industry. Perhaps 
the most widely quoted, insofar as day care user characteristics are 
concerned, are the Low and Spindler [12] and the Ruderman [18] studies. 

Ruderman takes a sample of working mothers and seeks to determine 
the arrangements for child care. She finds that children of working 
mothers are taken care of in the following seven ways: child takes 
care of itself (7%), mother takes care of child while working (3%), 
father takes care of the child (23%), an older sibling takes care of 
child (12%), child is cared for in home of user by other than parent or 
sibling (28%), child is cared for in .the home of child care provider 
(23%), child is cared for in center, nursery school, or recreation 
center (4%). The first five categories consist of various forms of 
care provided within the child's home, whereas the last two are what is 
usually termed family day care home and center care. What stands out 
here is the preponderance of care for children of working mothers 
provided by some relative or by the child itself. Similar results were 
found in the Westinghouse-Westat survey [27]. In -both- surveys, almost 
three-fourths of child care for working mothers was provided by 
relatives or by self care. 

In most discussions of day care as a business operation, the first 
foul- types of care listed above are generally not taken into account. 
Although these forms of child care make up almost half of all care 
provided to the children of working mothers, and can be substituted for 
the remaining three forms of child care, researchers in the day care 
field consider the first four types of care as within-family transfers. 
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Child care, especially when it is viewed as a business transaction , is 
concerned with paid-for care (in money or in kind) provided in the home 
of the user, in the home of the provider, or in a specially designated 
structure devoted to child care (although the structure may, at other 
times, be used for non child care activities). These three sources of 
care define what we know as in -home, family day care home, and center 
child care. 

In the surveys listed above, it is clear that the bulk of day care 
users use informal care, whether in their own home or in that of 
another. Every survey in which the distinction has been employed has 
shown that licensed centers and family day care homes provide a small 
proportion of all day care. However, it is >Post difficult to get a 
reliable enumeration of the informal sector. 

Table 1 indicates the estimated importance of the informal sector. 
Although the data from the different surveys used. in Table 1 are not 
strictly comparable, they are close enough for rough comparisons. 
Perhaps the most striking bit of information derived from Table 1 is 
the small percentage of children who receive day care in formal centers. 
The substantially higher percentage that we found in the Seattle survey 
may be due to the attempts being made by state, local, and educational 
groups to upgrade day care services in Seattle. 

Ruderman found that Blacks were more likely to use out-of-home 
child care arrangements than were Whites. We also found this to be 
true in our Seattle and Denver day care utilization data. Furthermore, 
Ruderuian found that the type of use was related to the family's socio- 
economic status (SES) , She found that lower SES children have a sub- 
stantially larger percentage of nonrelatives taking care of them. In 
part this may be due to ability to pay; but it may also be attributable 
to higher mobility rates of the high SES families, which usually means 
fewer relatives available for use as child care providers. 

The surveys discussed above also showed that about 75% of the 
family day care homes provide care for only one or two children on a 
full-day basis, and that about 20% of all FDCH children are less than 
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Tablo 1 

PERCENT OF DAY CARE PROVIDED WITKIK THE THREE MAIN SECTORS 

Low- 
Spindler' 

In-home 5 7. 77, 

Unlicensed family day care home 36.9^ 
Licensed family day care home 

Center 5.4 



^See [12], p. 71, Tables A-2 and A-3. 
''see [18], p. 212, Table 49. 
^See [27], pp. 179-180, Tables 4.28 and 4.29. 
Sata collected from the Seattle-Denver Income Maintenance Experiment. 
This consists primarily of unlicensed family day care homes. 



^ Westinghouse- ^ 
Ruderman Westat^ Denver Seattle 



51M h(}M 15M 37. 5Z 

42.6^ 49.2^ 61.9 35.6 

5.0 9.8 

5.5 10.2 8.1 17.1 



two years old. The Westinghouse-Westat study also found that most 
center staff are neither well educated nor well paid. They found that 
most directors and ''teaching'' personnel did not have college degrees; 
and vary few had any special formal off-the-job training in cnild care. 
It was estimated that less that 2% of all FDCHs are licensed, whereas 
about 90% of all centers appear to be licensed by some public agency. 

Licensing Considerations 

Licensing of FDCHs is mandatory in 38 states, while center licens- 
ing is required in all states except Mississippi, where it is volun- 
tary. In-home care is rarely licensed, but some localities have 
regulations fox I-H providers, especially where infants are involved. 
In some states there are significant gaps in coverage where licensing 
is not mandatory for all cities or counties and, when it is mandatory, 
enfoL'cement is relatively lax, especially as it concerns FDCHs. 

In general, licensing requirements, such as for zoning, fire 
safety, and building code and program requirements, are far less 
stringent for FDCHs than they are for centers. Child/staff ratios and 
space per child requirements are, on the other hand, quite similar for 
centers and FDCHs. In fact, since FDCHs are rarely licensed for more 
than six children, the average child/staff ratio is usually lower for 
FDCHs than for centers. 

'^W^fUnd that child/staff ratio requirements vary widely. For 
FDCHs, the required ratio for children aged 0-14 years of age went 
from 2:1 in Massachusetts to 7:1 in South Carolina.*^ However, for most 
of the states, the requirement was one caretaker for every six children 
(6:1) for that age group. It is also true that most states have aome 
type of restriction on the number of children under 2 years of age that 
can be included in the total number of i^hildren allowed per caretaker. 



"Much of the data for this section comes from [15]. 

'''These ratio requirements were in effect prior to the Title XX 
Amendment to the Social Security Act, which increased staff requirements. 
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For centers, the child/staff ratio required by state regulating 
agencies almost always varies according to the age of children cared 
for. Furthermore, stratification by age may differ from state to state, 
although there are also some similarities. For states in which children 
who are less than 3 years of age are cared for, the lowest child/staff 
ratio, 5:1, is found in Alaska, while the highest ratio, 10:1, is in 
Arizona. For children aged 6-14, the child/staff requirements go from 
15:1 in Florida and Nevada to 30:1 in Tennessee, with several states 
having a requirement of a minimum of one caretaker for every 25 
children aged 6-14. 

During the past decade there have b-en a number of attempts to 
upgrade the '-vel of child care delivered to preschool children. These 
efforts have focused on nursery schools and day care centers. However, 
they have been hampered by the difficulty of assessing the type of care 
that is desirable. *'There are no adequate measures of the effects of 
different kinds of child care, once abusive, unsafe care has been ruled 
out" [17]. In lieu of an adequate instrument to assess the quality of 
day care, staff size relative, to the number of children cared for is 
often equated with high quality child care. " The staff-child ratio , 
although a very imperfect yardstick, is in our present state of 
knowledg e the principal indicator of both costs and quality as we know 
them" [17 (italics in original); see also the section below concerned 
with quality considerations]. Because of this view, which appears to be 
held by many in the field of child development, the tendency has been to 
apply pressure to regulatory agencies to have the child/staff ratios 
lowered, at least for centers. What may be happening, therefore, is 
that in those states where the advocates of high quality child care are 
influential, there has been a reduction in the number of children who 
can be enrolled in a center for each available caretaker. The range of 
child/staff ratios may then reflect the relative power of child 
development vidvocates. 

It was also found* that fire safety, health, and building regula- 
tions become more stringent as population density increases, with the 
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urban metropolitan areas having the most" stringent regulations. On a 
national level, the following average delays were found in the licensing 
procedure: fire inspection, 65 days; sanitation inspection, 35 days; 
health inspection, 35 days; and zoning, 50 days. Since these can be 
sequential, the total delay can range from an average of 65 to 185 days 
(2 to 6 months) • 

Provider Characteristics 

Child care is a labor-intensive process. About three-fourths of 
the input costs for day care services consist of payment to providers. 
With that level of importance, it will be usefulJto review characteris- 
tics of the day care labor inputs. Some characteristics of the 
providers of day care services are more relevant to quality or cost 
considerations, and these will be discussed in the next section, as well 
as in Part V, However, there are some general cb^.racter ist^s of the 
provider, and of the relationship between the provider and the child 
being cared for, that are relevant to a discussion of the supply of day 
care services. Most of our discussion with regard to providers is 
derived from data in Tables 2 and 3 below. 

In both cities, the I-H providers were generally younger than 
providers in other sectors. Licensed FDCH operators tended to be 
somewhat older than providers in all other sectors, including centers, 
whijle in Seattle, the unlicensed FDCH operators and the center staff 
were approximately the same average age. However, as we can see from 
table 2, the distribution of providers by age group does. not follow the 
same pattern seen in the averages. For example, although the average 
age of unlicensed FDCH operators and the staff of for-profit private 
centers is about equal, we find that the largest grouping in the center 
is for 20- to 29-year-old staff, while for the unlicensed FDCH 
operators, the largest grouping is in the 19 and under and the 30- to 
49-year-old group. 

Although a larger proportion of the I-H providers in both cities, 
and of the unlicensed FDCH pro-iders in Seattle, were in the >oungest 
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Table 2 



AGE AND RACE OF DAY CARE PROVIDERS, AND RACE OF CHILDREN 
(Percent of Total) 



SEATTLE * DENVER 

■ ^ 

Unlicensed Licensed Unlicensed Licensed ^ 

Family Family Centers Family Family Cent/^,rs 

In- Day Care Day Care Nonprofit For Profit In- Day Care Day Care Nonprofit For Profit 

Home .Jomes Homes Total Private Public .Private Home Homes Homes Total Private Public Private 



Racial/ethnic group 
(providers) 



nack 


20.02 


31. & 


•M 18. 5X 




26.82 


5.0^ 


25. o;; 


42.3X 




22. U 


14. 8? 


35.0!! 


4.9?. 


Chlcano 


4.0 


0 


0.5 . 2.2 


1.5 


5.4 


1.7 


30.0 


25.9 


12.0 


16.3 


9.1 


26.1 


4.9 


White 


72.0 


44.4 


•3.8 74.2 


73.2 


66.1 


85.0 


45.0 




■ 70.0 


58.3 


76.1 


33.1 


87.7 



Racial/ethnic group 
(children) 



Black 


23.0:! 


47.72 


20.7X 


33.7? 


35.8? 


66. 6X 


17.0? 


20.82 


37.72 


15.02 


23.22 


26.02 


29.22 


16.12 


Chicano 


0 


0 


1.5 


2.3 


2.3 


2.7 


1.3 


33.9 


33.2 


10.5 


16.4 


9.2 


31,9 


5.7 


Uiilte 


67.2 


50.0 


70.0 


56.5 


54.1 


23. i 


73.9 


45.3 


24.7 


71. r 


57.9 


61.^ 


36.1 


75.4 


50 and older 


m 


IM 


28. 4t 


12.5? 


12.6"/ 


/.17= 


17. 5Z 


15.01 


19.32 


22.82 


20,91 


21.62 


17.82 


26.32 


30-49 


4.0 


33,3 


48.6 


24.8 


26.8 


14.0 


8.8 


25.0 


27.8 


46.7 


32.9 


39.8 


35.7 


20.0 


20-29 


16.0 


22.3 


23.1 


50.8 


51.0 


46.4 


54.4 


25.0 


42.3 


29.9 


38.3 


27.2 


44.0 


38.7 


19 and under 


72.0 


37.0 




11.9 


9.6 


12.5 


19.3 


35.0 


10.6 


0.6 


8.0 


11.4 


2.5 


13.0 


Averaf;e age 






























(years) 


23.6 


30.2 


41.8 


31.8 


32.2 


31.3 


30.8 


31.3 


33.3 


4,\fl 


36.7 


38.0 


36.3 


36.2 



Source: The source of all tables in Chapters 2 to S i:. the survey undertaken by SRI In Seattle and Denver during Hay 1974, unless otherwise 
specified. 



Table 3 



SELECTED CHARACTESISTICS OF DAV CARE PROVIDERS 



SEATTLE 



DENVER 



Unlicensed 



Licensed 



Unlicensed 



Licensed 



In- 
Home 



Family Family 
Day Care Day Care 



' Worked at full time 
job other than child 
caie [X yes) 

Gross rate of pay 
per hour on last 
full time job 
(mean)" 

Average number of 
years providing 
child care service 
In given sector 
(yeai's) 

Average number of 
months provider has 
cared for child cur- 
rently being cared 
for (months) 

Percent of children 
cared for, during 
period when other 
children are cared 
for for pay, who are 
sons or daughters of 
provider (l)^ 



14,? 



Centers 



Centers 



Nonprofit 



Homes Total Private Public Private Hoine_ Jomes^ 



6.3 



22.1 



For Profit In- 
Home 



Family Family 

Day Care Day Care 

Homes Homes Tutal Private Public Private, 



Nonprofit 



For Profit 



52.0 66.7 87.4 



NA^ 



NA 



52.37 $2.02 52.23 NA 



NA 



3.8 2.0 5.4 2.2 2.4 1.6 



2.1 



11.4 



NA 



NA NA 



55.0 66.3 



3.4 



8.0 NA NA 



NA 



$1.40 $1.83 $2. 



NA 



4.3 



5,4 2.7 2.2 2. 



3.2 



12.5 11.3 10.3 NA 

\ 



NA 



NA 



23.3 ].9 9.0 7,1 5.0 9.4 30.6 22.8 12.0 11.4 12.7 lU 



^NA = not available, 

hhc date of las^ job varies over a three-year peiiod prior to the date of this survey. Therefore the absolute level of these rates of pay 
1 Z V'^M^ WtatTS .f ea^iags. Ur, the nUi« nlm b.t.... sect... a.d ci,l« U »e ...M for c-,ar.tl,. ,.r,»s«. 

cpor centers, the figures represent the percent of staff whose own child was in attendance at the same center. 



age groups, we still find that a majority of these providers had 
previously held some full time paid job other than child care, as 
shown in Table 3. However, in both cities we find that, whereas 
somewhat over half the unlicensed providers had prior full time employ- 
ment, ^almost all the licensed FDCH operators had previously engaged in 
full time work- 

Moreo\'er, there is no apparent systematic relationship between the 
two cities or between licensed and unlicensed sectors, so far as the 
average number of years that the day care operators had provided child 
care. Except for the unlicensed FDCH sector, however, the average years 
providing care was very close when comparing the two cities for each of 
the other sectors. We also found that in the three sectors for which 
data were a.vailable, on the average about 6 to 15 months of care was 
provided, with the I-H providers in both cities generally caring for 
the same child the longest period of time. 

Another relevant characteristic of providers, so far as the supply 
of child care services is concerned, is their racial/ethnic composition. 
It is relevant at least in view of the fact that the racial/ethnic 
composition of children using day care services is highly correlated 
to that of providers. In Seattle, the percentage of providers who 
were from minority groups (Black or Chicano) was about the same for all 
sectors other than unlicensed FDCHs, where the percent of minority 
members involved was much greater. Howeve;. , in Denver the distinction 
is between form?.! and informal sectors, with the former having a 
significantly lower percentage of providers who were from minority 
groups. But within the center sector we find that the public centers 
are comparable, insofar as minority member involvement is concerned, 
to the informal sector, while the for-profit -private centers have the 
lowest minority member participation. In Seattle, the proportion of 
day care providers who are minority group members is roughly the same in 
all sectors except for unlicensed FDCHs and the private for-profit 
centers, with the percentage much lower in the former and much higher in 
the latter. 
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The racial/ethnic breakdown of the children who were being cared 
for was fairly consistent with what we found for providers. The 
percentage of children who were Black or Chicano was almost exactly 
equal to the comparable provider percentages for all except the center 
sector. In that sector in Seattle, we found that a large proportion of 
the children were from minority groups relative to the providers; this 
was especially true for the public centers. In Denver, the proportion 
of children from minority groups was also somewhat larger than the 
proportion of providers from those groups, but only for the private 
nonprofit and for-profit centers. 

When we look at the percentage of providers who cared for their 
own children simultaneously with others, some of whom could have been 
related to the child care vendor, we find a different relationship 
between sectors and cities. In Seattle, none of the I-H providers 
cared for their own children 'during the time that other children were 
being cared for, while about one-quarter of the unlicensed and licensed 
ITDCKs, and almost a tenth of all center staffs had their own child in 
attendance. In Denver, the percentages were comparable for licensed 
and unlicensed FDCHs, and for centers and I-H providers. So, for child 
care operators providing care while their own children were in attend- 
ance, the licensed and unlicensed FDCHs were comparable in and 
between both cities, while the I-H providers and center s^-ff were 
reasonably comp.^rable, with the exception of the. Seattle I-H providers. 

In almost all instances, the percentage of providers and of 
children being cared for who were minority group members was larger than 
the proportion of the total population of Seattle and Denver who were in 
these minority groups. In Seattle, slightly over 10% of the population, 
was Black or Chicano (according to the 1970 census tabulation), while 
in Denver it was 26%. One important reason why our day care sample 
ratios for minority members are so much greater, in general, than 
similar ratios for the entire city population, is the selection process 
used in obtaining our sample. Our method for selecting I-H unlicensed 
FDCH respondents was hiased toward lower income areas in Sealitle and 
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Denver, due to the fact that names of potential respondents were ob- 
tained from the SIME/DIME sample, which is biased toward lower income 
census tracts. That bias does not hold for the licensed sector, where 
we obtained complete listings of providers. Consistent with that, we 
found that the percentage of providers and of children who were 
minority group members in centers and licensed FDCHs was almost the same 
as the proportion of minority group members in the overall city popula- 
tion, except for some sizeable discrepancies within the center sector. 
In Seattle, this was especially true for public centers, and in Denver 
there was a sizeable difference for the private .or-profit centers. 

We also found that a significant number of children being cared for 
were related to the providers. Table 4 shows the percentage by racial/ 
ethnic groups. These relat ionships include the provider's own child 
as well as other relationships. In Seattle, there is not a great deal 
of variation, except for Black I-H and White uirl-ieensed FDCH providers. 
In Denver, on the other hand, a far larger percentage of the unlicensed 
sector providers cared for children who were related to them than was 
found to hold for the licensed FDCH operators. Among Chicanos in 
Denver, there appears to be a preference for the use of unlicensed 
providers who are part of the extended family. This seems to be 
especially true whan compared with Whites. (This may simply be a 
reflection of relative spa^cial living patterns among Chicano? versus 
those found for Whites or Blacks.) 

Considerations of Qual iuy 

f 

A.; mentioned earlier, the quality of care provided by child care 
vendors is very hard to assess. There are several alternatives having 
the potential to help form this kind of judgment. One view of child 
development says that in the early years a child needs a warm* nurturing 
environment in which it can develop its latent abilities. In conjunc- 
tion wi^h this view, it is held that when an adult has '*too many" 
childr'jn to ca7;e for, a warm and nurturing atniosphere Is loss likely. 
Consequently tiie chiJ "./staff ratio is used as ni\ indit'-iitor of the 
quality of care being provided, with the assumption being that the lower 
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Table k 



CHILDREN RELATED TO CHILD CARE PROVIDED BY RACE/ETHNIC CLASS OF PROVIDER^ 
(Percent of Ail Providers) 



provider's Race/ 
Ethnic Class 

Black 

Chicano 

White 

All providers 



SEATTLE 



mm 



Unlicensed 

Family Family 
In- Day Carc^ Day Care 
Home Homes Homes 



Licensed 



Unlicensed 



Licensed 



Centers 



Centers 



Nonprofit For Profit In- 



Total Private Public Private te,^ 



Family Family ^ 

Day Care Day Care , 

Homes Homes Total Private Public Private 



Nonprofit For Profit 



mi 


u.n 


2i.25; 




KA 


NA 


NA 57.1: 


62.2Z 


24.3!l 


NA 


NA NA 


NA 


<1.0 


<].0 


'1.0 


NA 


NA 


NA 


NA 6i3 


80.9 


43.4 


NA 


NA NA 


NA 


22.0 


40.0 


27.2 


NA 


NA 


NA 


NA W.O 


49.1 


23.2 


NA 


NA NA 


NA 


25.9 


34.5 


26.7 


NA 


NA 


NA 


NA 52.8 


64.0 


25.4 


NA 


NA NA 


NA 



^Includes sons and daughters, as well as other related children. The values given refer to the percentage of all providers who 
more related children in their care. 
•^NA = not available. 



one or 



the ratio, the higher the quality of care. In judging the quality of 
care, the child/staff ratio is often used as the main operationally 
definable criterion. 

Other measures that can be used to determine the quality of care 
are the types of materials and equipment supplied to the children, as 
well as measures of cognitive achievement or other developmental 
attributes. Adequately specified measures of achievement* are very 
costly to administer over any reasonable sample of children, and agree- 
ment as to the effect of various types of equipment or materials on the 
quality of care provided is difficult to find. 

From' the data, collected in our Seattle and Denver surveys, we have 
two principal ways of measuring the quality of care: child/staff 
ratios and a self-reported measure of the percent of total care devoted 
to educational-developmental activities. Both sets of data will be 
used, along with .some inferential data for centers. 

Child/Staff Ratios 

As stated, the usual criterion used in discussing the quality of 
day care being provided is the number of children cared for per staff 
member. For all but centers, this ratio is simply the number of chil- 
dren cared for divided by one.*^* Table 5 presents these child/staff 
rr.cios for each sector in both Seattle and Denver. 

What we find is that in both cities the informal sector providers 
care for a smaller number of children, i.e., they have a lower child/ 



SRI is currently administering a set of such measures in an attempt to 
assess the quality ol care in a v^tional s:i:ivple of day care centers. 

A. 

'In prssenting these rai.ios we have not made adjustments for part time 
care, on the part of either the children or the providers. For our 
purposes a child is a child, and a provider a provider. In using these 
ratios to assess the quality of care, we are simply making comparisons 
between sectors and cities, rather than attempting to determine the 
absolute level of quality. For our purposes, therefore, assuming no 
systematic difference in part time involvement between sectors, we 
believe our approach to be adequate. 
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Table 5 



CHILD/STAFF RATIOS^ 
(Mean Values)'' 



Unlicensed 
Family 
Day Care 
Homes 



In- 
Home 



SEAHLE 



Licensed 



Family 
Day Care 
Homes 



Centers 



Nonprofit For Profit 



Total Private Public Private Home 



Unlicensed 

Family 
In- Day Care 
Home Homes 



DENVER 



Family 
Day Care 
Homes 



Licensed 



Centers 



Nonprofit For Profit 



Total Private Public Private 



1.9 3.2 



5.2 



4.6 i6 3.3 



5.5 



1.8 3.7 



4.6 



5.4 4.8 4.6 



6.9 



^For all sectors, other than center sectors, the ratio represents the number of children currently enrolle to a single^ 
provider; for centers we use .11 regularly paid staff members as the denominator. In assessing quality of care, use oi 
all staff members in determini^ the child/staff ratio biases the results toward a lower ratio t an would be rue if e 
excluded st.ff .embers, such as cooks, who did rot deal directly with the children in their c care activi ies. How- 
"ever, only about 6?. of all staff in either city do not deal directly with children in their child care activities. 

^A.l figures are given as a ratio to 1. i.e., if 4.1 is given this implies a 4.1:1 ratio. Moreover, the children in the 
ratio include the provider's own children, who are cared 'for at the same time that other children are cared for for pay. 



staff ratio. On this basis, we rcight infer that the informal sector 
providers deliver, on the average, a higher quality of care. However, 
another—G-har-scteristic of the providers that affects the quality of 
care is their educational attainment.* Assuming that the highex the 
educational attainment of the provider the greater the quality of care • 
provided, all other things remaining the same, we see from data on 
educational attainment that what we inferred from the child/staff 
ratios might have to be --.^alified. Table 6 shows that the informal 
sector providers in both cities generally have a lower average level of 
educational achieveiUent . Moreover, almost none of them had two years or 
more of college, whereas a significant number of the licensed FDCH pro- 
viders did, and from about half to two-thirds of the regularly paid 
staff of all centers had at least two years of post-high school 
education."^" 

We can also see from Table 5 that within the center sector, the 
for-profit private centers have the highest cnild/staff ratio, while the 
public nonprofit centers had the lowest ratios. Although this is true 
in both cities, there are significant differences in the magnitudes 
between sectors in Seattle versus Denver. In Seattle, the nonprofit 
public centers have an average child/staff ratio that is considerably 
lower than that for the other two components of the center sector. And 
in chose two. nonprofit private and for-profit private, thf^ child/staff 
ratios are much closer, with the for-profit private centers having 
the higher ratic. In Seattle, on the other hand, the ratios for both 
nonprofit components were verv similar, while the for-profit private 
center ratio was considerably higher than either of the others. 



There are also a host of personality correlates, for which we have no 
data, that are relevant in assessing the quality of care provided. 

'We also found that the I-H providers were significantly younger than 

those in the other sectors. Moreover, 48% of the I-H providers in 

Seattle and 25% in Denver werre enrolled in school on a full time 

basis, mainly high school, at "he saine time that they v;ere providing 
child care- - ' 
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Table 6 
EDUCATION OF PROVIDER 



SEATTLE 



hi 



Unlicensed 

Family Family 
In- Day Care Day Care 



Unlicensed 



Licensed 



Centers 



Family Family 



Centers 



Tonprofit Fo r Profit In- Day Care Day Care Nonprofit For Protit 

Hole lorn ' Homes_ Total PrivfiU Pjiblic Jrivate Home Homes Homes Total Private Public .jiivate . 



Highest grade 
completed 
(mean years) 

Percent of 
providers vith: 

10 years or less 
of schooling 
completed 



10.8 ill 12.0 lU m lis 14.0 ^.8 10.7 11.5 13.3 13.2 13.2 13.6 



36.0X 13.3Z nil 4.ir. 3.K 5.&Z 60.0?, 36.5X 28,]^ ll.?Z 12.5? 13.« 6.3X 



14 years or more 
of schooling 
completed 



4.0 3.7 22.4 62.7 62.4 68.5 58.3 



6.7 15.6 47.7 45i 50.6 



The reasons for variations in the child/staff ratios are diffi- 
cult to explain from the data collected. However, there are some clues 
from the survey that we can use to suggest possible causes. In the 
center sector, the extent of subsidization, especially for the public 
centers, appears to be a determining factor in the existence of lower 
child/staff ratios. Also, the orientation toward making a profit would 
tend tc promote the use of as few staff as possible, especially since 
labor costs constitute about three-fourths of all vari-^ble costs for 
center operations. This would lead to higher child/staff ratios in 
the for-profit private centers. In the other sectors, a possible 
explanation of the fact that child/staff ratios increase, in both 
cities, as we go frcm I-H to the more formal child care arrangements, 
is that for the latter there is more of a business-like orientation 
toward the provision of child care. In that sense, the licensed FDCH 
would be more likely to maximize use of their inputs (labor) in 
generating their outputs (child care). Other explanations are possible 
such as personal inclinations with regard to the desire for taking care 
of no more than a given number of children; but such speculations would 
take us completely outside the realm of our survey results. We can, 
however, continue to use our data in asisepsing quality of care by 
reviewing the percentage of time that day care vendors claim they 
devote to educational-developmental care. 

Type of Care Provided as Perceived by Vendors 

In the survey, there were a series pf questions from which we 
attempted to apportion the time spent by day care vendors into: 
(a) hours devoted to activities that could be classified as educational 
developmental, and (b) hours devoted to activities that could be 
classified as purely custodial care. (See Appendix C for a discussion 
of the method used in classify aig hours of care.) However, there is no 
clear distinction as to what constitutes custodial care (see discussion 
of custodial care in Part V); moreover, we have '>o way of verifying 
that the elements of custodial care as perceived by vendors in the 
survey were comparable between respondents. In general, it appears 
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from discussions with day care proprietors that "good" custodial care 
consists of a facility that conforms to required fire and other safety 
features, provides meals and adequate napping accommodations, has no 
systematic interactions with parents as far as their child's develop- 
ment is concerned, Tises a limited set of equipment, and indulges in a 
very limited amount of planned activities, but does provide an overall 
warm and accepting environment for the child. 

Given the limitation of our data insofar as determining some 
objective measure ot the quality of care, we can use the data in Table 
7 as indicative ot how respondents perceive and classify the type of 
care they are providing. Using our method for calculating educational- 
developmental care (see Appendix C) , we found that the and un- 
licensed FDCH providers in Seattle said that approximately one-tenth 
of their time was devoted to such care, while in the licensed FDCHs in 
Seattle and for all sectors other than centers in Denver, about a fifth 
of the time devoted to child care was perceived as being spent in 
educational-developmental activities. The proportion of the week spent 
on higher quality care was somewhat greater for centers — overall, one- 
third in Seattle and slightly less in Denver. In the latter city, 
there was very little difference in the percent of time devoted to such 
care between different proprietary types. However, in Seattle, the 
public centers reported spending almost half their time in educational- 
developmental care, while the other centers show slightly under a 
third of their time being used in that type of care. 

Within the center sector, tb.'.re v/as also a substantial amount of 
time devoted to "other" activities. A significant part of the "other" 
activities were administrative tasks.'*" There was a large difference 
in the percentage of staff time devoted to administrative tasks among 
the three proprietary types in the Seattle centers: public nonprofit 
centers devoted an average of about 16% of their time to such tasks. 



*Other tasks grouped under the "other" category included cooking, 
household maintenance, etc., that could not be classed under the 
other categories used. 
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Table 7 



PEHCENT^ OF CHILP CARE TIME DEVOTED TO VARIOUS TYPES OF CHILD CARE 



SEATTLE DENVER 
Unlicensed Licensed Unlicensed Licensed 



Fainily Family ^ . p^" , '^"^ -Family Family Centers 

In- Day Care Day Care Nonprofit For Profit In- Day Care Day Care Nonprofit , For Profit 

Home Homes Jo|es_ Total Private Public Private Home Homes Homes Total Private Public Private 

Custodial care 85.52! 91.M 77. 5X 42.71 42.2?; 36.27 50.6'/ 80.01 80.51 77.7X 40.4J; 4i/X 36.3Z 43.7X 

Educational- 
developmental 11,6 8.5 20.1 32.0 29.1 45.9 28.6 18.4 16.9 19.9 27.9 23.3 29.8 28.9 

Other 2.9 0.1 2.4 25.3 28. 7 17.9 20.8 1. 6 2.2 2.4 31.7 31.,' 33.9 27.4 



'^Represents per|tnt of all time spent in providing child care. 
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while the profit-oriented centers spent about 5% of th^ir time on 
administrative matters. In Denver, the distribution among proprietary 
types with regard to the percent of time spent in administrative 
tasks was fairly uniform, ranging from about 13% for private for- 
profit centers to a little over 16% for the public nonprofit centers. 

Health Care Services 

For centers, there is another possible indicator of the quality of 
care provided — available health care services. Table 8 shows the 
range and extent of involvement of centers in these services.' Public 
centers seem much more likely to provide a wide range of such health 
services, although the other centers also provide a substantial 
number. Except for dental checkups and psychological testings the 
Denver centers appear to provide very few health care services to the 
children in their care, and when such care is provided, the Denver 
centers are much less likely to pay for them thc;n are the Seattle 
centers. 
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Table 8 



HEALTH CARE SERVICES PROVIDED TO CHILDREN IN DAY CARE CENTERS 



SEATTLE 



Nonprofit For Profit 

Total Private P ublic Private Total Private Public ~rivat'e 



DENVER 
Nonprofit For Profit 



DeiiCal checkups 
Percent providiiig 



17.9% 20.0% A5.0% 



0% 23. A% 23.1% Al.2% 



5.9% 



Percent paying for 
service 



AL.7 28.6 60.0 



9.1 33.3 



PhyGicai examination 
Percent providing 



16. A 1A.5 45.5 



A. 8 8.5 



11. S 5.9 



Percent paying for 
service 



63.6 60.0 60.0 



100.0 



Immunization 

Percent providing 



A4.8 45. 7 72.7 



23.6 



2.1 



0 5.9 



Pf^rcent paying for 
service 



23.3 iH.8 37.5" 



16.7 



TC tests 

Percent providing 



11.4 18.2 



9.5 



5.9 



Percent paying; for 
service 



62.5 50.0 100.0 



50.0 



Psychological tests 
Percent providing 



11.9 8.6 9.1 



19.1 



27.7 30.8 41.2 



11.8 



Percc'nt paying for 
service 



50.0 33.3 100.0 



50.0 



15.4 25.0 



0 50.0 



11-21 



Ill SUPPLY CONSTRAINTS 



In this chapter we will discuss bari'lers to mtry, capacity 
considerations, and some special needs of child care users. Data 
regarding barriers to entry are conc.evnf.d niainly with the licensed 
sectors of the day care industry, although the extent to which licens- 
ing is enforced, especially with regard to FDCHs , will effectively 
restrict entry into the unlicensed sector . 

Barriers to E ntry 

Day care licensing requirements are quite similar in Seattle and 
Denver. The minimum requirements for licensing centers and FDCHs in 
both cities are concerned with enforcement of fire and health code 
standards, along with some restriction on staff/child ratios. The 
latt':sr condition is especially relevant for federally funded centers, 
but again the regulations are similar in Seattle and Denver. In 
practice, there are probably differences in the way that individual 
fire or health inspectors view code enforcement, so that within-city 
differences among inspectors may be as great as between-city differ- 
ences. There may also be some variance with regard to case worker 
concern and evaluation of the day care providers. However, both cities 
have a fairly well-educated class of social workers, and our interviews 
with some of them leads us to the view that there was no systematic 
difference between the two cities concerning the way the case workers 
judge the fitness of day care providers. 

In both cities, the licensing regulations for centers and FDCHs 
are in a state of flux. On the one hand there is pressure to simplify 



Much of the material on barriers to entry is concerned with licensing 
and zoning and is based on interviews conducted by Mae Stephen of SRI. 
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the regulations, while on the other there ir. pressure from the federal 
level for more stringent regulations, especially with regard to staffing 
of centers and child care training for FDCH providers. Moreover, there 
is a plethora of agencies (health, sanitation, zoning, building, and 
fir«> at state, county, and local levels that are involved in the 
licensing process. Each brings a sometimes conflicting, and sometimes 
costly, view of the minimum licensing standard requirements. 

The actual enforcement of day care licensing regulations is a 
relatively recent phenomenon in both Seattle and Denver. In conjuiiction 
with this, inspectors from health or fire departments tend to use 
stand =irds developed and applied to other types of facilities or insti- 
tutions when inspecting centers and FDCHs. For example, nursery schools 
in Denver must be licensed, even though their ^programs last only three 
hours during the day.* Moreover, these nurseries must have commercial- 
type dishwashers and cooking facilities if they serve any food. 

The licensing staff in both Seattle and Denver feel that from the 
point of view of the safety and development of the children cared for, 
the licensing requirements are minimal at best. However, they also 
feel that regulatory enforcement of the day care industry is relatively 
new, especially as..^it pertains to facilities other than federally funded 
ceaters. They are also cognizant of the many violations of the rules, 
and of the extent of unlicensed FDCHs in operation.' The violations, 
especially those concerning the number of children cared for at any one 
time, occur in the licensed as well as unlicensed homes. general, 
the -licensing peL'yonnel also feel that they are grossly understaffed, 
which means that they rarely make the required number of visits to each 
facility to provide effective monitoring of licensed day care. 



*This is not true for Seattle, where children must be in attendance for 
at least four hours before licensing is required. 

^Licensing is required for FDCHs in both cities, although the Seattle 
licensing agency appears to be more diligent in getting the unlicensed 
homes licensed. 
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Zoning restrictions are particularly burdensome " to centers. In 
Denver, day care is treated as a light, industry with regard to zoning. 
Therefore, it is very difficult to obtain a permit to locate centers in 
single family housing areas (RO and Rl) . Seattle's zoning laws are far 
more liberal and flexible, especially concerning FDCHs. Seattle 
recently enacted legislation that allows up to twelve children to be 
cared for in an FDCH,* whereas in Denver the maximum number of children 
allowed in licensed FDCHs is four, with a zoning variance needed to 
raise the number to six. ' 

Overall licensing standards for FDCHs are not considered too 
excessive in either Seattle or Denver.^ Although it is not true th^^.t 
only a "fence and a phone" are needed to obtain a license, it is true 
that most applicants have little trouble becoming licensed FDCH 
operators. In Denver, less than 5% of all licensed FDCHs needed to 
make any change in their facility (which, of course, was their own 
home) that cost more than $100, in order to meet fire or safety 
standards. In Seattle, almost 14% of the FDCH operators had to expend 
that sum to meet the required standards. 

On the average, the waiting time for acquiring an FDCH license is 
not very long. Almost 75% of the operators in both cities waited only 
i:wo months or less for their license to be approved, with almost 60% 
waiting no more than one month. However, about 6% of all licensed 
FDCH providers had to wait at least six months for their license. 
Moreover, there appears to be a considerable amount of turnover among 
licensed FDCH operators. In Seattle, only 13% of the FDCH vendors had 



If more tHan six children are cared for, an adult assistant must be 
there. Therefore, the maximum child/staff ratio remains 6:1. There 
has also been an attempt to classify FDCHs licensed for seven to twelve 
children as minicenters, which would change their licensing requirements. 

'In general, it is not difficult to obtain a zoning variance that 
allows up to six children in an FDCH. 

j: 

'The new child/staff requireirents proposed under the title XX Amendment 
to the Social Security Act will make the standards for FDCHs receiving 
federal funds a bit more stringent, or costly. See S. Weiner [26]. 
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their current license for five years or more, while slightly over half 
had it for less than one year. In Denver, about 16% had their license 
for at least. five years, and almost 40% had it fot less than one year. 
This is due only partly to turnover of existing operators, being attrib- 
utable aJ.so to the cimphasis on licensing of FDCHs during the past 
several years, especially in Seattle. 

In Denver, we also found thac over a third of the centers had been 
licensed for at least five years, while less than one-fourth had been 
licensed for that long, in Seattle. As the proportion that have been 
licensed for less than one year is far higher in Seattle than in Denver 
(one-third versus one-fifth), it appears that the development of 
centers in Seattle has been a relatively recent occurrence, although 
there are some that have been in operation for a long period. More- 
over ^ the growth has been most rapid for nonprofit centers in Seattle. 

As we saw above, obtaining a zoning variance is more important for 
centers than for FDCHs. In DenVer, almost a third of all centers had to 
obtain a zoning variance, whereas only a fifth of the Seattle centers 
needed to obtain such a permit. There was also quite a bit of variation 
within the center sector, in Seattle. About a third of the private for- 
profit centers in Seattle required a zoning variance, while less than a 
tenth of thr r^onprofit public centers did. In Denver, about a third of 
each proprietary type needed a zoning variance. 

In Denver, new fire standards were also put into effect on Janu- 
ary 1, 1973. These standards implied some large expenditures, as they 
required panic hardware on doors,* one-hour fire proof doors, and a 
requirement that every room have an outside exit. These new standards 
forced some of the private nonprofit centers (mainly church-organized) 
to close down their day care facilities because they couldn't afford 
the changes. 



*These are long handles that need only body pressure to open the door. 
Theaters generally have them. 
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Capital requirement is of course another important barrier to 

if 

entry for centers. Our measure of capital cost includes only the 
current market value of equipment., durables, vehicles, and average cost 
of structural changes made prior to receiving a license."^ Unfortunately, 
• •i e to a lack of reliable facility cost data, or other data with which 
such costs could be estimated (such as square feet of space used), we 
were not able to includvi the most important capital cost component: 
structure cost. In the private nonprofit sector, we did fine' 't many 
centers were housed in cnurche.s. So assignment of the appropriate 
facility cost to the child care operations would have been very tenuous, 
evea if overall facility cost data were available. Even with the 
obvious downward bias due to the exclusion of facility costs, we found 
that the average capital cost, as defined above, was $11,254 in Seattle 
and $19,026 in Denver. Although these are not trivial figures, they do 
not, by themselves, impose any serious barrier to entering the center 
sector. The average current market value of equipment and vehicles per 
currently enrolled child is also a reasonably low absolute amount: 
$.27 for all centers in Seattle and $80 in Denver, with a high of $231 
for public centers in Seattle and a high of $111 for private for-profit 
centers in Denver. (See Chapter V for more detailed data on costs.) 

Capacity Considerations 

The capacity of centers is given by the number of children for 
whom the center is licensed to provide care, a number based on meeting 
certain requirements, such as having the required child/staff ratio. 
We have constructed our own measure of capacity for I-H and FDCH pro- 
viders (see footnote to Table 9) . / 



We examined the capital cost for FDCHs as well. 

Almost 56% of the 108 changes made in 44 centers in Se^^ttle were to 
meet fire or safety standards; in Denver, almost 48% of the 108 
changes in 35 centers were for these reasons. 
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Capacity utilization in Seattle and Denver is presented in Table 9. 
In the discussion to follow, we will use center capacity as measured by 
the ratio of full time equivalent enrolled children to licensed capac-' 
ity, rather than using total current enrollment in the numerator. 
Using that measure, we find in Table 9 that in Seattle, the unlicensed 
FDCHs and the centers, as a whole, experienced the same level of capac- 
ity utili? "ion, while the I-H sector showed a somewhat higher degree 
and th,i licensed FDCHs a much lower. Within the center sector in 
Seattle, we find the private for-profit centers showing the same level 
of utilization as the I-H sector, while the public centers were much 
closer to the rate found for licensed FDCHs. 

In Denver, tlie relationship among sectors with regard to capacity 
utilization was quite different from that found in Seattle. Licensed 
and unlicensed FDCHs showed a fairly similar rate of utilization, while 
the I-H sector rate was slightly higher. Centers in Denver showed a 
much higher utilization rate, both overall and for each of the three 
proprietary types. 

In general, there is about a 15% to 20% underutilization of measured 
capacity in the day care industry in Seattle and Denver. Analogous to 
what has been found in industrial activities, ic x?ay be that day care 
providers reach an. optimum level of efficiency, in terms of their inter- 
action with children cared for, at about 85% utilization of their child 
caring capacity. ^ 

Although the overall average level of capacity utilization is about: 
83%, there are significant numbers of day care providers in the differ- 
ent sectors who ut. ili;'.e 100% (or more ) of their capacity, according to 
our Tiieasures. lu t>o I-H sector, almost half of the Denver and three- 
fourths of the Seattle providers utilize 100% of their capacity; in the 
unlicensed FDCH sef:Lor, thp. percentage with 100% utilisation is far 
less, about one-tventieth in Seattle and oir=»-tenth in Denver; in the 
licensed FDCH sector; about one-third utilise their r^apacity fully. 



See ."ible 9, footnote b. 
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Table 9 

PERCENT OF CAPACITY UTILIZED^ 



W]! DENVER 

Unlicensed Licensed . ' Unlicensed Licensed 

Family Family Centers Family Family ^ Center s 

In- Day Care Day Care Nonprofit F5 Profit In- Day Care Day Care Nonprofit For Profit 

Home Homes Homes Total Private Public Pri vate Home Homes Homes Total Private Public Private 

93.0? 84. OZ 66,0^ 85.12 83, 7Z IkJl ^Ul 85,05! 78.05; 76.01 96,6'^ 99,65; 102.3^' 90,951 

(98,6) (97,8) (83.2) (107.3) (109.9) (113,1) (118,6) (102.2) 

H 

H 
H 

I 'For .'itid FDCH ndors, the percent of capacity utilized was constructed as follows: (1) we obtained the maximum number 
^ of rhilciri'ii r.ikni :are of for pay during any day of the week; (2) we multiplied that figure, by the maximum number of hours 
that the pruvicKi took care of, children for pay during each day of the week, which is our measure of capacity; (3) the sum 
of item (2) was then divided into the actual hours of paid care that the provider stated that she had worked during the 
week, which is the percentage of capacity utilized. For centers, it represents the ratio of full time ecuivalent enrolled 
children to licensed capacity, multiplied by 100; and in parentheses it represents the ratio of curren^l/ enrolled children 
to licensed capacity, multiplied by 100» 

'^For centers, capacity utilization is measured as the ratio of current enrollment (as of the survey dati) to the number of 
^children for whom the center is licensed to provide care. Since current enrollment includes part as well as full time 
children, the ratio sometimes exceeds 1.0. 
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In the center sector, about half the providers in each proprietary type 
utilize 100% of their licensed capacity, except for the private non- 
profit centers in Denver, where slightly over 90% are fully utilized. 

So it is not at all surprising that some of ths-y providers have 
waiting lists. We found that only about 6% to 10% of the unlicensed 
(I-H-and FDCH) providers in either city had a waiting list containing 
one or more children. In fact, in Seattle none of the unlicensed 
FDCHs have an active waiting list. Licensed FDCHs were slightly more 
likely to have a waiting list, with about 14% of these providers in 
Seattle and 19% in Denver having a list with one or more children on it 
during the period of the survey. Centers, on the other hand, were 
generally more likely to have a list of children waiting to enroll. 
About two-thirds of the nonprofit private centers had such a list in 
Seattle and Denver, about three-fourths of public nonprofit centers had 
one, and approximately half of the private for-profit centers in both 
cities had waiting lists. In general, those who use day care need it 
immediately, so if a desired facility is not available they go to a 
less desirable facility or mode of service. This may help to explain 
the large percentage of centers with waiting lists, especially the 
public centers. Since the survey was taken in May, and we find a sub- 
stantial decline in child care use during the summer, the day care 
centers' waiting lists may reflect a desire for fall enrollment. This 
could mean either planning ahead for families using child care for the 
first time for a particular child, or a desire to change from the child 
care facility or mode currently being used. 

Another important consideration with regard to capacity is the 
availability of day care slots for children of different ages. One of 
the frequently he-^^'d complaints concerning child care services is the 
lack of facilities for todcl^^rs, i.e., children under 2 years of age. 
Table 10 indicates that a substantial proportion of the children cared 
for by licensed and unlicensed FDCH operators in both Seattle and 
Denver, as well as by the public nonprofit, centers in Seattle, are 
toddlers. However, we do not have any indication of the possible unmet 
demand — for example, a waiting list by age of child. ^ In general, we 
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found that centers were less likely to have children under 2 enrolled 
than were the other sectors. In fact, 85% of all the Seattle centers 
and almost 90% of those in Denver had no children under age 2 when 
interviewed, while in both cities, almost none of the private for^ 
profit centers provided care for toddlers. 

Aside from their age, it is of interest to note the average number 
of children cared for by the various provider groups. With the excep- 
tion of centers, providers in the different sectors in both cities care 
for approximately the same number of childrei;, on the average, as shown 
in Table 10. That is, the I-H providers in Seattle are comparable with 
the I-H providers in Denver with regard to the average number of children 
cared for, etc. For centers, the average number of children cared for 
in Denver is significantly higher than in Seattle. The variance is also 
greater for centers in Denver, where the largest center cared for 230 
children. We also see in Table 10 that the public centers in Denver 
can be quite large, whereas the largest public center in Seattle had 
less than one-third the maximum enrollment found in Denver. 

Another relevant fac or regarding capacity is the number of hours 
of care provided. In the informal sectors, we find that providers in 
Seattle spend far fewer hours taking care of children. I-H providers 
in Seattle showed an average of 21 hours of care per week versus 38 in 
Denver, and the unlicensed FDCHs in Seattle provided an average of 30 
hours of care per week versus 39 in Denver. In the formal sectors, the 
average hours of care per week in both cities was about 45. 

Si ck-Child Care 

Another important aspect of child care service is whether it is 
provided to users when the child is ill. We asked whether a child with 
a minor illness, other than a simple cold, would, when ill, be taken 
care of during uhe hours that the child would normally have been cared 
for. The I-H proviaers almost alJ reported that Lhey would take care 
of such children (see Table 11). The percentage dropped considerably 
fcr unlicensed FDCHs in both cities, but there were still about 
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Table 10 

ACE OF CHILDREN USING DAV CARE AND NUMBER OF CHILDREN CARED FOR 



SEATTLE 



DENVER 



Unlicensed 



Licensed 



Unlicensed 



Licensed 



Centers 



Family Family 

In* Day Care Day Care 

Home HoiTies Homes Total Private Public 



Centers 



Nonprofit 



Fami ly Family 

For Profit In- Day Care Day Care 

Private Home Homes Homes Total Private Public 



Nonprofit 



Private 



Age (percent of 
total) 

Less than 2 years 

2-5 years'* 

6 years and over'^ 

Hean age^ 

Average number of 
children currently 
enrolled or cared 
for 

Haximum number 
currently enrolled 



47.6 
42.6 


29. IZ 

48.8 

22.1 


16.2Z 

52.9 

30.9 


4.12 
69,5 
26,5 


3.2X 
71.6 
25.2 


16.6!! 

54,0 

29.4 


0.55! 
71.8 
27.7 


7,5X 
47.2 
45.3 


18.2X 

50.6 

31.2 


21. IX 

57.7 

21.2 


2.7X 
68.4 
29.0 


3.9S; 
65.9 
30.4 


4.82 
70.8. 
24.4 


02 
67.5 
32.6 


5.3 


3.6 


4.6 


4.0 


3,9 


3,8 


4.1 


5.7 


4.7 


4.0 


4.1 


4.1 


3.9 


4.3 


1.9 


3.2 


5.2 


41.9 


46.1 


29.6 


41.1 


1.8 


3.7 


4.6 


60.1 


54.3 


59,9 


64.6 


3 


7 


14 


135 


' 135 


66 


120 


2 


12 


10 


230 


87 


215 


230 



^2-4 years for centers 

''5 years and over for centers 

^Estimates for centers 



three-fifths in Seattle and over two-fifths in Denver who would provide 
ill-child care . However , in the 1 i censed FDCH sector, only about one— 
fourth to one-third of the providers in either city provided such care, 
while a very small percent of the centers in either city would accept 
children with a minor illness. On the other hand, for the most preva- 
lent of the minor childhood illnoss'i^.s ^a simole cold), almost all pro- 
viders in both cities said that t:hey would accept such children for 
regular care. For working mothers, being able to leave their children 
with a day care provider when the child has a minor illness is an 
important consideration in maintaining a steady work record. 

Information 

Most of the day care users found out about the child care services 
through friends, neighbors, or relatives. This was true in both cities 
and in all sectors. However, both Denver and Seattle provide a free 
day care referral service for licensed facilities. In Seattle, the 
service is provided by Depprtment of Social and Health 

Services, whereas in De-wr^r ;t is provided by a nonprofit agency, the 
Mile High Child Car^^ .^svK'ir/ -on. The percentage of all children 
enrolled in licensee ^*ii:i;. it; !S who were referred by these agcmcies is 
relatively low, abou\ iv: . S% in both cities, with Seattle being in 

the higher range. h y^:o\'^z: ^ :ie percentages in both cities were 
considerably higher . p- - lie nonprofit centers. 
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Table 11 



CARE PROVIDED FOR SICK CHILD 
(Percent;) 



SEATTLE 



DENVER 



Iv licensed 



Licensed 



Unlicensed 



Licensed 



Fanilly Family 
In- Day Care Day Care 
Am Homey 



Centers 



Family Family 



Centers 



Nonprofit For Profit In- Pay Care Day Care , Nonprofit For Profit 
Total Private Public Private Home Homes Homes Total Private Public Private 



Provides care for 
sick child during 
regular day of 
child care 



iUl 59.3;! 33.2'^ 1L« 



4.8X m m mi mi 5.951 ii.sz 



^ Takes care nf child 

y vuh cold for regular 

H day of care 

K 



92.3 90.3 87.1 100.0 90.0 NA 96.6 95.1 76.2 13.7 75.0 



n 



7? 
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IV INCOME 



This chapter highligh' all the relevant data concerned with 
revenues, whether they came from fees or subsidies. The discussion 
will be grouped into three main subsections: subsidies, revenue and 
fees, and a brief discussion of the relative importance of day care 
vendor earnings in total family income. , 

Subsidies 

In Denver, a^ private nonprofit group— the Mile High Child Care 
Association (MHCCA) — provides about one-fourth of all licensed child 
care. They operate under a contract- with the City/County of Denver 
that pays MHCCA about $7 . 50/child/day for children enrolled in their 
centers, and about $4 . 00/ child/day for children enrolled in their family 
day care homes.* 

The children are from low- income families, coming mainly from WIN 
program participants, AFDC families, or eligible model city families. 
Users of MHCCA facilities make very little direct payment, if any, for 
child care services. A fee is charged if family income exceeds stipu- 
lated amounts, given family size. However, MHCCA never benefits from 
any fee charged to the user, since user fees are subtracted from the 
contract rate guaranteed by the county. The MHCCA also provides a 
general child care referral service for licensed care that is available 
to anyone in Denver. 

Alth ough MHCCA provides abou t one- four th of all licensed day care 
in Denver, they provide a larger percentage of the licensed care for 



'^These rates are considerably higher than the Welfare Department's child 
subsidy rates in Denver, which in 1974 ranged from $3.00/day for the 
first child in a family that used child care to $1.90/day for the third 
and subsequent children from the same family. 
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preschool children. Prior to late 1973, MriCCA facilities were used 
only for preschool children. Since that date, however, they have started 
to get into programs that will provide day care for all children less 
than 13 years of age. 

For centers, subsidy payment^ from the Department of Welfare in 
Denver goes directly to the vendor. If the child is cared for by an 
FDCH operator, licensed or unlicensed, the subsidy payment is made to 
the vendor only upon the written request of the day care user. Subsidy 
payment for I-H providers, including relatives, is allowed and is made 
to the Ui>er. An I-H provider who is related to the user must be over 
16 and have foregone a paid position because of the child care duties, 
in order for the child to be eligible for a subsidy. 

The Seattle welfare department also allows subsidies to be paid 
for child care by I-H providers who are related to the child- One dif- 
ference is that in Seattle the provider must be at least 18 years of 
age. Reimbursement for I-H care goes only to users of the service; 
however, since August, 1973, subsidy payments for centers and FDCHs 
(only licensed, since unlicensed FDCHs are illegal*) are made directly 
to the vendor. Moreover, since early 1974, famili.es with two finan- 
cially responsible adults present are also eligible for day care subsidy 
under stipulated conditions, mainly where both are working and/or in 
training, or one is disabled. In Seattle, vendors are also confined to 
a maximum charge for subsidized children that is less than or equal to 
the subsidy rate. That rate for centers and FDCHs, as of mid-1974, was 
$5.31 per day for the first child in a family, $4.79 per day for the 
second child, and $4.26 for the third child, with a overall limit per 
family of $265.00 per month. For I-H care, the ^rnbsidy rates cannot 
exceed $0.75 per hour for the care of one to three children, and $1.00 
per hour if four or more children are cared for. 



*They are also illegal in Denver, although, as pointed out above, enforce 
ment of the law in Denver was not as stringent in 1974 as it was in 
Seattle. 
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* Table 12 shows the percent of child care users who are subsidized. 
There is very little intercity comparability in the percentages found, 
except for the fact that in both cities the public centers had far and 
away the largest percentage of users ^ho were subsidized. In Seattle, 
we found that the percent subsidized was similar for the informal sec- 
tor providers, and also for the formal sector providers. These rela- 
tionships were especially valid for the fully subsidized users. How- 
everv within the center sector, as pointed out previously, the percent 
of subsidized users was far greater for the public centers. In Denver, 
the licensed and unlicensed FDCHs, along with all centers, had a roughly 
comparable rate of user subsidization, whereas the I-H providers showed 
the highest percentage of users being subsidized, not including the 
public centers. 

In discussions with public and private agents concerned v.^ith child 
care in Seattle and Denver, we found that it is far easier for unlicensed 
vendors to be approved as recipients of child care subsidies in Denver 
than iii Seattle, i.e., that children cared for by unlicensed vendors 
are more likely to be eligible for a subsidy in Denver. Moreover, the 
Denver agencies appear to be more liberal with regard to the payment of 
a subsidy for a child cared for by an I-H provider who is also related 
to the child. These reasons largely explain the much higher percent of 
fully subsidized children using unlicensed care in Denver. 

Another way of looking at these phenomena is through the data pre- 
sented in Table 13. There we see that Black and Chicano children whose 
fees are subsidized are more likely to use unlicensed care. From Table 
13 we see that there is a sharp drop in the percent of users who are 
subsidized, for each racial group, between the licensed and jnlicensed 
FDCH sector in Seattle, whereas in Denver that is not true for Chicanos 
or l^iites, and far less important for Blacks. 

The center sector caters to a higher income clientele in Denver thim 
in Seattle, as shown in Table ]2. In the former city, only about one- 
fourth of the users are subsidized, whereas in Seattle over one-third 
are subsidized. This is evo^n more noticeable for the private for-profit 
centers in Denver, where alinost none of the users are subsidized, while 
in Seattle over one-fifth of similar users are subsidized. 
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Table 12 
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SOBSIDIZATION OF DAY CARE USERS 
(Percent) 



SEATTLE DENVER 
Unlii:eiiscd Licensed Unlicensed Licensed 



Fanr; Family limxs Family Family Centers 

In- Dav i:,' : ly Care Nonprofit For Profit In- Day Care Dayjare Nonprofit For Profit 

Home Ji l omes Total Private Public Private Home Homes Homes Total Private Public P rivate 

, Fully 

subsidized in 9.2r 21 M 28.97. U.Vl n,]l llM 35.« 20.72 15.7X VM 5.11 0.2X 
Partially 

subsidized 3.3 1,5 1.3 , 8.1 13.0 3.0 0.7 0 4.9 3.8 8.9 11.2 14.9 1.6 

No subsidy 88. 5 89.2 71 .7 63.0 62.7 25.7 77. 7 64.6 U.k 80.5 73.4 83.7 39. 7 98.2 



PERCENT OF CHILDREN IN FAMILY DAY CARE HOMES WHOSE FEES ARE 
FULLY OR PARIIALLY SUBSIDIZED, BY RACE/ETHNIC GROUP OF CHILD 



Black 

Chicano 

\>fhite 



SEATTLE 
Licensed Unlicensed 



DENVER 



55.1% 

35.7 

18.7 



11.8% 



10.3 



License d 

54.9% 

24.0 

11.5 



Unlicensed 

27.6% 
31 .2 

■ ^6 



We also have information on the amount of subsidy received per 
child by day care centers (see Table 14). As expected, public centers 
have the largest subsidy per enrolled child; however, the private non- 
profit centers also have a sizeable subsidy. In fact, in Seattle both 
the private nonprofit and the public centers receive about 60% of their 
total revenue per child from subsidies and other donations. In Denver, 
however, while private nonprofit centers obtain about 60% of their 
revenue from subsidies and donations, public centers get 70%. We also 
r^ee that in both cities, the subsidy is a one-time grant in very few 
cases. For the remainder of the centers, the subsidy was given on a 
monthly or annur^l basis. 

Revenue and Fees ' 

There is also a relationship, for centers, between subsidies and 
revenues. From a cross tabulation of revenue per child against percent 
of enrolled children who were subsidized, we found that there is a 
statistically significant difference in the revenue per child according 
to the percent subsidized (as seen in Table 15). For example, in Seattle, 
over four-fifths of the centers with less than half rheir children par- 
tially or fully subsidized had gross annual revenue per child that was 
less. than $900; two-thirds of the centers with more than half the chil- 
dren subsidized had gross revenue per child that vas over $900. This 



IV-5 



Table Ik 
DAY CARE CENTER SUBSIDIES 

i;£ATTLE DENVER 
Nonprofit For Profit All Nonprofit For Profit 
Centers Private Public Private Centers Private Public Private 



Subsidies and other donated \ 
revenues/currently enrolled 

children (mean) $ 580 $554 $939 Negligible $ 884 $524 $1,199 Negligible 



Amount received 1973 (mean) $17,800 $31,600 

H Amount used 1973 (mean) $15,200 $28,000 

< 

Type of subsidy (percent) 

One- time grant 3.W 

Annual payment 37,5 27.6 

• Other 46.9 69.0 



0 
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Table 15 



CROSS TABULATION BETWEEN REVENUE PER CHILD 
AND PERCENT OF CHILDREN SUBSIDIZED, CENTERS 



Gross Annual Revenue/Child 
. (1973) 



Seattle 

Less than $900 
$900 or more 
N = 62 

Chi square level of significance 
= 0.0004 



Percent of All Children 
Enrolled Who Are Fully 
or Partially Subsidized 



Less than 
50.0% 



81.6% 
33.3 



50% or 
more 



18.4% 
66.7 



Denver 

Less than $900 91.7 8.3 

$900 or more 35.0 65.0 

N = 44 

Chi square level of significance 
= 0-0003 
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implies that the ct-nters' gross revenue increases with an increase in 
subsidized users. This result holds for both cities and is somewhat 
more pronounced in Denver. 

Gross earnings per month per curre^iLly enrolled child were cal- 
culated for all sectors, as were the corresponding fees per hour. The 
results of these calculations are presented in Tables 16 and 17. In the 
unlicensed (informal) sector in both Seattle and Denver, the earnings 
per child are very low, averaging about $20 to $30. Earnings per child 
rise somewhat for the licensed FDCH operators, at $42 per month in both 
cities. For the centers, there is a more substantial increase in the 
average gross monthly earnings per child. ^ Both cities are roughly 
comparable in their earnings per child, with the public nonprofit cen- 
ters showing the highest earnings ■ f igure , approximately $140 per month 
per child in boch Seattle -nd Denver. Table 16 also shows that there 
was a large variance in the gross earnings per child in all sectors 
for both ciLies, ^.Ithougb almost all child care providers, except for 
centers, had gross monthly earnings per child of less than $100. In 
the center sector, about three-fourths of the public centers had 
averaged more than $100 per month per child of gross earnings, with 
abouc one-fourth of the Denver public centers receiving more than $200 
per month per child. 

It is of some interest to compare these earnings figures with 
standards of care, according to cost, estimated by others. The 
ChMdren's Bureau of DREW established the following costs per child per 
month for mid-1974'^ for three levels of care in child care centers: 



-For centers, we really refer to gross revenue, since subsidies and 
donations are included, whereas -or the other sectors there is very 
littif involved other than earnings. 

■'The Children's Bureau fi^,ures were given as cost per child per year for 
1968. We divided *heir figures by 12 to get a monthly average; then 
we adjusted their costs to reflect price level changes to mid-1974. 
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GROSS llONTHLK EARNINGS 



SEATTLE 



Unlicensed 

Family i 

In- Day Care Day ' 

ilcme Homes l!op. 



'licensed 



Centers 



For Profit 



)tal Private Public I'rlvatc 



Nonprofit 



DENVER 



Unlicensed 



Licensed 



Centers 



Family Family 

In- Day Care Day Care 

Home Homes Homes Total Private Public Private 



Nonprolit For Profit 



Gross monthly ear'iingn 
per currently n ' '"d 
chiy^ (dollars; 



H8 H9 



4? 



s77 $138 ?W $28 5101 W6 5 1« 5 71 



Maxiaum gross month ly 
earnings for current I 
enrolled child (iol'm 



i02 104 



Ij] 



, fl 18i> 190 107 



6e 95 



275 238 275 114 



^ Percent with gross moi't' ly 
I earnings per curri'ntly 

enrolled child • $100 '/S,0?. 96.32 93.?!: 



;3„3": 21.2! 95'.0^ lOO.OZ 100.0'^ 95.2X 61,« 84.6"^ 23.5X 85.13; 



Percent with gross moni.Ll'f 
earnings per currently 
enrolled child > S200 



11,5 7.7 23.6 0 



apor R and both FDCH sectors, this ;s gross earnings during A?ril, 1974, divided hy the average number of children cared for during that reporting 
perica"; for renters, it is ^:otal revenue, including sub.^dies, donations, etc., for 1973 per currentiy enrolled child during Hay, 1974, with the 
revenue adjusted for Hay, 19/4, prices, and the sum divlJed by 12. 
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Table 17 
FEES PER CHILD HOUR OF CARE^'^ 



Average 
•hourly fees 
(dollars) 

Haximum 
average 
hourly fees 
(dollars) 

Percent with 
average hourly 
fees between 
50c and 75c 



SEATTLE 



Unlicensud 



Licensed 



Family Family 
In- Day Cure Day Care 



Centers 



Nonprofit For Profit 



Homes Total Private Public Private 



Unlicensed 

Family Family 

In- Day Care Day Care 
Home Homes 



Licensed 



Centers 



Nonprofit For Profit 
Homes Total Private Public Private 



$0.46 $0.54 $0.5^ $0,505 $0,470 $0,629 $0,500 $0.45 $0.43 $0.47 $0,493 $0,330 $0.48i $0,601 



m LOO 0.95 I. 760 1.700 1.760 1.675 1.75 2.40 1.50 1.600 0.469 0,579 1.600 



26.2?: 5I.5:{ 68. 2Z 25.9X 2a.0X 25.051 23.8Z 10. 4^ 17. 3Z 28. 9J; 18.2^ 0 40.0X 23.67. 



Percent with 
average hourly 
fees less than 
75c 



91.8 81.5 90.2 94.4 96.0 87.5 95.2 87.5 91.3 94.6 87.9 100.0 100.0 76.5 



^For l-H and FDCH operators, this was lalculated as the sum of rhe amounts paid per week for child care .Uvided fcy the number of child care 
hours provided during that week; for centers, the hourly fees were based on weekly fees paid for a standard 40-hour week, with that sum 
divided by 40. 



Minimum $136/month/c.hild 
Acceptable $204/month/child 
Desirable* $254/month/child 

Our survey data for centers (Table 16) show that, on the average, only 
the public centers in either city came up to the costs needed to meet 
the minimum standards of care.*^ Even when we look at the maximum earn- 
ings figure, we find that some public centers in Denver earn slightly 
more than is needed to maintain a desirable level of cai - , while some 
private nonprofit centers are not too iar below that figure. In Seattle, 
both nonprofit components are slightly below the acceptable level, 
insofar as earnings needed to sustain required costs. Moreover, in both 
cities the private for-profit centers have earnings that would prevent 
them from spending enough to achieve the minimum level of care developed 
by the Children's Bureau. I* (See also Chapter V for another estimate of 
the cost of adequate custodial care.) 

From Table 17, we find that in Seattle the average fees in all 
sectors range from about 45c to 63c per hour, while in Denver the 
average goes from 33c to 60c per hour. In most cases in both cities, 
over nine-tenths of all children pay less than 75c per hour for care; 
in all cases, over three-fourths of the children are charged fees less 
than that amount. However, in Seattle there is a very large variance 
between the average and the maximum fees charged by all providers, 
except by the nonprofit components of the center sector; in Denver, the 
variance is very large for all but the FDCH provider, where the range 
between average and maximum is not as marked. 



*A study of high-quality centers conducted by Abt Associates came up 
with a cost per month per child, adjusted for 1974 prices, of $259. 

•We assume that gross earnings are the total amount that will be spent, 
and therefore, that they are equivalent to the actual costs incurred. 
This probably implies a downward bias due to volunteer help and donated 
supplies. 

i'Assuming they were to cover at least full cost. Moreover, volunteer 
help and donated supplies are far less important for the private for- 
profit component of the center sector. 



IV-11 



Finally, to see whether reasonable predictions for earnings could 
be made from the data collected, and to see whether there were any racial/ 
ethnic differences in those predictions, gross quarterly earnings for 
the first quarter of 197A were regressed against seventeen independent 
variables for unlicensed FDCH operators in Denver^ and against sixteen 
independent variables for licensed FDCH operators in Seattle and Denver. 
The results of these regressions can be seen in Tables 18 and 19- For 
the unlicensed FDCHs in Denver, we find from Table 18 that the signifi- 
cant coefficients are not unexpected. It is of some interest to note 
that earnings tend to increase with an increase in the proportion of 
the children cared for who are fully subsidized.''* We also find that 
earnings increase for the oldest group of providers. 

Similarly, in the estimated regression for licensed FDCHs there 
are no surprises in the signs of the significant coefficients, although 
there certainly is no theoretical justification for earnings to increase 
with the proportion of Black children being cared for, as in Seattle. 

Using the estimated regressions along with the mean values of the 
independent v.iriables, we can predict gross monthly! earnings for the 
FDCH operators. The predicted values are all shown in Table 20. Divid- 
ing these values by the average number of children taken care of during 
the survey period, we find that the predicted gross monthly earnings 
per currently enrolled child are somewhat lower in each instance from 
the values shown in Table 16. However, the predicted values are within 
one standard error of the actual measured earnings. 



*There were insufficient observations in Seattle to use in estimating 

the specified regression equation ^ at city. 

tThis is consistent with, the results : c und f.r r centers, using a cross 

tabulation between revenue and perce: subsidized. 

^The predicted value of gross quarterly earnings v.as simply divided by 
3 to obtain monthly value, for comparison with the data in Table 16. 



1 
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Table 18 



PAlWlETtR ESTIMATES FOR GROSS QUARTERLY EARNINGS 
IN DENVER^ (Unlicensed FDCH) 
(Dollars) 



Parameter Estimates 

Variables OLS (Standard Error) 



Weeks that provider has been' FDCH operator (Xj) 


0. 


,0388 


(0. 


.0485 


Percent of total chiJ.d care hours devoted to educational- 
developmental care (X9 ) 








QQ ^ 


Provider ha*? nre V f i^llS 1 V urirlcpn in ;i Hnv r*iire> ^'pn^pr fV'^^ 


-1 1 1 


AS 




IL \ 


P rn v i dp r "i n pf» TO !■ AQ f V / ^ 

♦■*-i-'vi.«ci CI JW l_VJ *+7 V'^ti' 


J < 


. / u 


( I'y 


> y > ) 


Mnn t hlv pxnpnnitiirp^ nn in'*n/'ir Pnll^^^mpn^ cnT'M'>l"fiac 

V iiviixj' V. sV^i^ iiuxcuk^^ Ull Il>k iU \J L C; U U 1. 111*^1 IL ^ sUlJUX^Coy 

and food (X5) 


0. 


.049 


<0, 


,005)' 


Child's fees are fully subsidized (X5) 


139. 


.56 


(36, 


.38)^ 


Provider has a wailing list (X7) 


16. 


.94 


(58. 


.45) 


Provider i:; ^9 y* ars olJ i>r less (Xg) 


-49. 


.45 


(58, 


.55) 


Child Is not related to provider (X9) 


39, 


,88 


(30, 


,81) 


Providtir is 50 years old cr more (X^^q) 


148, 


.16 


(44. 


.96)^ 


Provider is Chicano (X]^^,^ 


544, 


.26 


(227. 


.60)^ 


Child is Chicano {"^12) 


-44. 


.03 


(72, 


.75) 


Pro% ider is Black (Xj^^) 


387. 


.85 


(229, 


.52) 


Child is Black (Xj^^) 


98. 


.38 • 


(83. 


.79) 


Proviilor is White (X^^) 


592. 


.06 


(224.1])^ 


Child is Uliite (X^5) 


-73, 


.51 


(72. 


.35) 


Weeks i:hild has been cared for by same provider (X^y) 


-0.289 ■ 


(0. 


.194) 


Cons Lane 


-440. 


.92 


(218, 


.92)"^ 



b 



= 0.536 
S.K. - 205.77 
N - , 104 



~ There were *:oo fuw observac ion.s to estimate a similar regression i.'or Seattle. 
- C(H)ffirient significant at I percent level. 
=^ CiH' r" r iciem , inn if leant at 5 percent level. 
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Table 19 

PARAMETER ESTIMATES FOR GROSS QUARTERLY EARNINGS 
IN SEATTLE AND DENVER (Licensed FDCH) 
(Dollars) 



Variable 



Weeks that provider has been FDCH operator 
(Xi) 

Pereenl of tolal child care hours devoted to 
'.-•ducat ional-dovelopmontal care (X2) 

Provider has previously worked in a day 
care center (X3) 



Provider is age^TO to A9 (X/^) 

Monthly expenses on indoor equipment, 
supplies, and ^ood {\^) 

Child's fees are fully subsidized (X5) 

Provider has a waiting list (Xy) 

Child is not related to provider (X3) 

Provider is 50 years old or more (X9) 

Provider is Chicano (X^q) 

Wt-eks child has been cared for by same 
provider (X]^]^) 

Child is Chicano' (Xjt) 

Provid.-r is Black (X13) 

Child is Black (Xj^) 

Pro -ider is I'HiiLe (X^^) 

Child is White (X.^) 

Constant 

K- - O.AOO 0.390 

S.li. - A29.10 367.26 



(Parameter Estim ates^ 
jjeatt le 

0.068 (.056) 

973.35 (107.15)^ 

6A. 87 "(58.75) 
A1.06 (A3. A3) 

0.015 (.001)'* 
IA9.17 (36.59)^ 
250. A5 (39.36)^ 
15A.A8 (89.09) 
286.69 (51. 7A)^ 
-132.30 (317.99) 

0.598 (.2A6)-'» 
-93.29 (128.98) 
-120. 32 (98. A7) 
179. 6A (69.88)^ 
-AA.Ol (89.12) 
72.07 (55.79) 
-2.18 (1A2.60) 



OLS (Sta r..;;! rd Error ) 
Uinvl'r 



0.:A1 (.056)^'^ 

14.59 (106.30) 

lA.OO (56.25) 
12A.05 (39. 87)'-^ 

0.0A2 (.003)'"^ 
-AA.16 (50.88) 

2.A2 (39.60) 
237. AA (lOO.AO)h 
177.53 (51.09)^ 
-25.26 (196.79) 

0.83A (.29A)^ 

-56.25 (109.72) 

-178. 6A (19A.A3) 

70.20 (113.98) 

110.93 (190.20) 

-151.02 (95.22) 

50. A2 (236. lA) 



■-- Coi'f f icient ^ii^nificant at I percent level, 
b = Coeflicicnt sl>;nlficanL at 5 i)ercunt level. 
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Table 20 



PREDICTED GROSS MONTHLY EARNINGS 
(dollars) 





Unlicensed FDCH 


Licensed 


FDCH 




Denver 


Seattle 


Denver 


All groups 


$41.53 


$215. 


,44 


, $140.78 


Per child 


11.19 


41, 


,65 


3,0.89 


Chicano^ 


43.70 


131. 


,10 


128.47 


Per chi^d^ 


11.77 


25. 


,34 


28. 19 


Black'^ 


39.03 


226. 


,07 


119.49 


Per child^ 


10.51 


43. 


,70 


26.22 




49.81 


215. 


,65 


142.27 


Per child^ 


13.42 


41. 


,69 


31.22 



In obtaining; the predictions for the three ethnic/racial groups, we 
let the value of the variable for both the relevant provider and the 
child equal one, while the other racial/ethnic variables were set equal 
to zero (for example, for the Chicano estimate we let the variables 
"provider is Chicano" and "child is Chicano" equal one, while the Black 
and White counterparts were set equal to zero). 

In each case, the overall average number of children cared for in the 
separate sectors and cities was used in the division. 



Import a nce of Earnings i n ^jjy^ij^v in..u>me 

Another item worth examining is the importance of child care 
earnings to the individual provider, md to the family of that provider. 
As we saw above, the earnings of T-H and FDCH providers are rather low. 
Half to three-fourths of the providers in every sector i:aid that these 
earnings were their only source of personal income, as shown in Table 21, 
(The data available for this examination do not include center staff.) 
However, no more than 12% of the providers In any sector in either city 
said that their child care earnings constituted 90% or more of their 
total family income. On the average, between 72% and 88% of the providers 
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Table 21 



PERCENT OF PROVIDERS' INCOME REPRESENTED 
BY CHILD CARE EARNINGS 



In~Home Providers 
Seattle Denver 



Unlicensed FDCHs 
Seattle Denver 



Licensed FDCHs 
Seattle Denver 



Percent of family income 
35% or less 72.0 75.0 
36-65% 4.0 20.0 

66-90% 12.0 
91-99% 

100% 12.0 5.0 

Percent 60.0 65.0 

whose total 
personal in- 
come was de- 
rived from 
child care 
services 



85.2 
11.1 



3.7 



48.1 



87.5 
6.7 
1.9 
2.9 

1.0 

56.7 



73.8 
11.7 
4.2 
1.4 
8.9 

62.1 



77.1 
13.9 
1.8 
1.8 
5.4 

73.7 



^These are estimated ranges from the values actually given in our survey. 



in both cities said that their child care earnings contributed one-third 
or less of their family earnings. The implication here is that in most 
instances child care earnings were a secondary source of family income. 

Not only were the earnings of I-H providers low, but many were 
required to do other tasks for the earnings received: at least one- 
third of the I-H providers in Seattle and half those in Denver were 
required to perform household chores while providing child care. In 
fact, we found that almost half of all I-H providers in Seattle and 
about two-thirds in Denver were required to do at least one of the 
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following tasks: laundry or ironing for families, light housework, 
cooking for family members other than the children cared for, and 
heavy cleaning. Every provider required to perform these tasks said 
that the fees charged included payment for these additional tasks. Con- 
sequently, child care is only one component of the I-H provider earnings. 
(However, see the estimate of the custodial component of child care pre- 
sented in Chapter V.) 
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V COSTS 



Descriptive Review of Costs* 

Because the cost data collected for FDCHs are not comparable with 
the center cost data, we will not be able to make comparisons among sec- 
tors in t:his section. However, we can compare costs between Seattle and 
Denver for FDCHs and for centers separately. 

Tables 22 and 23 show the costs for unlicensed and licensed FDCHs, 
excluding any imputed cost of the providers' labor and any prorated 
share of the housing cost. In Table 22, we find' that the costs in 
Seattle and Denver are quite similar for unlicensed FDCHs. In both 
cities, costs per month are low, with the bulk accounted for by expend- 
itures on food. The net revenue obtained by subtracting those costs 
fi.om average revenue was very low in both cities, and especially so for 
Seattle, where only $23 were left after the costs listed had been sub- 
tracted from the monthly revenue. 

For the licensed FDCHs shown in Table 23, we find both costs and 
net revenues to be much higher than for the unlicensed FDCHs. In the 
former sector, there are some significant differences in the absolute 
amount spent on various items in Seattle versus Denver. But the main 
differences between the two cities in the relative weight of expendi- 
tures in the different categories of Table 23 are the c:mount spent on 
program supplies and the sum spent on advertising. in Seattle, almost 
a fifth of all costs are for supplies and a tenth for advertising, while 
in Denver not quite a tenth of the costs are for supplies and almost a 
fourth for advertising. Otherwise, iihe relative expenditures atr?. ibouc 



*See Appendix D for a discussion of day care costs obtained from other 
studies. 



Table 22 



MEAN COSTS AND REVENUE FOR 
UNLICENSED FDCH PROVIDERS 
(Recent Month) 





Seattle 


Denver 


Expenditures 






• b 
Indoor equipment 


$ 3.69 


$ 1.96 


Program supplies'^ 


5.72 


5.46 


c 

Other supplies, excluding food 


5.12 


7.31 


Advertising 


0.59 


0.04 


d 

Food for children 


21.74 


19.17 


Total expenditures 


$36.86 


$33.94 


Revenue (for recent month) 


60.35 


82.52 


Revenue less expenditures 


$23.49 


$48.58 



^It has been assumed that there is no additional cost for maintenance 
of the home owing to its being used as a facility for the provision 
of day care services. 

^The 1973 average divided by 12 and adjusted for inflation from June 
1973 to May 1974. 

^R^cent week's cost multiplied by 4.3. 

^Includes food eaten by own children while in the home with children 
taken care of for pay. 

^Revenue of first quarter of 1974 divided by 3 and adjusted for infla- 
tion from February 1974 to May 1974. 



Table 23 



MEAN COSTS AND REVENUE FOR 
LICENSED FDCH PROVIDERS 
(One Month During 1st Quarter, 1974) 





Seattle 


Denver 


Expenditures 






Indoor equipment 


$ 7.50 ( — - 


- $ 4.83 


Program supplies 


21.50 


6.97 


Oth.^r supplies, excluding food^ 


21.50 


12.94 


Advertisinj, 


10.00 


20.00 


Food for children*^ 


51.00 


38.00 


Total expenditures 


$111.50 


$ 82.74 


Revenue (for recent month) ^ 


$219.78 


$194.17 


Revenue less expenditures 


$108.28 


• $111.43 



It has been assumed that there is no additional cost for maintenance 
of the home owing uo its being used as a facility for the provision 
of day care services, 

^The 1973 average divided by 12 and adjusted for inflation from June 
1973 to May 1974. 

Recent week's cost multiplied by 4,3, 

^Includes food eiten by own children while in the home with children 
taken care of for pay, 

^Revenue of first quarter of 1974 divided by 3 and adjusted for infla- 
tion from February 19 74 to May 1974, 
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the same in the two cities. Moreover, we find that the net revenue for 
the month* is approximately equal i." Seattle and Denver. 

Centers, unlike the oth*'' -^^y Coce sectors, often have a large 
initial capital cost for bu.li; infjs and equipment. Lacking adequate 

•f* 

data, wa have not been able to estimate the capital costs of buildings. 
We have, however, been able to estimate the variable costst of day care 
center operations. Table 24 shows these costs as an average per child, 
as well as by ratio to total revenue.^ 

Monthly variable cost per child averaged $95 in Seattle and $107 
in Denver. In Seattle, the range was from $61 for the private profit- 
making centers to $158 for the public centers, with the private non-* 
profit center falling about mid-way between these extremes. However, in 
Denver the range was about the same, but the private nonprofit centers 
had average monthly variable costs about equal to those of the private 
for-profit centers. If we estimate variable cost as a ratio to full 



*The net revenue shown has not been adjusted to take account of payments 
made by the licensed FDCH provider for paid help. In general, these 
payments are very limited • Only 8% to 9% of the providers in Seattle 
have either a paid bookkeeper or other paid assistant, or both, while 
only about 4% of the providers in Denver paid for such help. Moreover, 
these services tend to be purchased on a very limited basis, and it 
appears unlikely that these payments would lower the average net re- 
turns by more than a few dollars per month. The issue is of even less 
importance for the unlicensed FDCH sector. 

"^For an empirical estimate of the cost of capital for family day care 
homes, see Appendix E. 

^Includes salaries and wages, insurance, rent, all utilities, janitorial 
service, purchase of nondurable supplies, advertisement, food, and 
amount spent on leasing equipment. 

^In all cost and revenue estimates, price level adjustments have been 
made when a ratio is used and the numerator and denominator were not 
for the same period. 
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Table 24 

RELVnONSHIPS BETWEEN VARIABLE COST, CHILDREN ENROLLED, AND TOTAL REVENUE 

(Means) 



Seattle ' Denver 



Nonprofit For Profi t Nonprofit For Profit 

Total Private Public Private Total Private Public Private 

Monthly variable cost/ 

currently enrolled children $94.84 $102.92 $15/.57 $61.47 $107.11 $75.66 $160.46 $67.79 

Variable cost/total revenue .94 .97 1.15 .83 1.00 .88 1.06 1.01 

Rate of hourly pay for . i . 

< center work $2.71 $ 2.70 $ 3.18 $2.33 $ 2.62 $2.45 $ 2.95 $2.12 
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time equivalent* enrollment, rather than to total currently enrolled, 
the average value increases by 7% to 12%, but the relationship between 
proprietary types does not change. 

The ratio of variable cost- to total revenue for public centers in 
both cities,' as well as for the private for-profit centers in Denver, 
is surprising. For these centers, the ratio is greater than 1.0, which 
means that variable costs take up over 100% of all revenues. Since 
total revenue was supposed to include all income received, it appears 
that in Denver the profit-making centers were, on the average, taking 
a lofes, and the public centers in both cities were incurring a fairly 
sizeable debt . 

In almost all cases, variable costs absorb most of the revenue, 
brought into centers. This is due largely to the large percentage of 
total revenue that is made up of salaries and wages. Overall, 70% of 
the total revenue in Seattle and 66% in Denver is directed toward wages 
•and salaries."^ However, these percentages varied considerably according 
to proprietary type. In both cities, the private for-profit centers 
spent a relatively small percentage of their revenue on wages and sala- 
ries (less than half in both Seattle and Denver); on the other hand, the 
public centers in Seattle spent almost all their revenue on wages and 
salaries, and in Denver it was four-fifths. Nonprofit private centers 
had a somewhat lower percentage of revenue going to wages and salaries 
thnn public centers, but the percent so spe..t was still far above (about 
three- fourths in either city) those of the profit-making groups. 

We can also estimate the effect on the center's wage bill if the 
minimum wage in effect on May 1, 1974, were to be paid by all centers. 
Table 25 summarizes the results of that calculation. On the average, 
centers would find that imposition of the minimum wage would raise their 



*l'his is calculated by adding one-half the total of children enrolled 
part time to the total of children enrolled full time. 

'''If fringe benefits are included, this is higher by about A% to 5%. 
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Table 25 

EFFECT OF ENFORCI-MENT OF THE MINIMUM WAG/ ON CENTER WAGE BILL 



i^umber of deficit^ 
employees 



All 
Centers 



30 



Total number of past 
employees 

Average hourly wage of all 
paid employees 

Total annual wage bill for 
all. paid employees^ 

Percent chat added wag*? is 
of total^ 



283 



1.7% 



SEATTLE 



Nonprofit 



Private 



20 



Additional annual wage 
needed for deficit workers<= $1A,975 $10,A91 



175 



Public 

$1,8V' 
52 



$2,715 ■ $2,702 $3,183 



7 



DENVER 



All 



Nonprofit 



^'ri.vai'O Centers Private Public 



50 



11 



$2,607 $26,509 $2,378 $3,712 

56 302 82 150 

$2,326 $2,621 $2.A51 $2,946 



1.9% 



1.0% 



2,9% 



0.7% 



For Profit 
Private 



30 



$20,628 



70 



$2,125 



$897,427 $552,289 $193,323 $152,139 $924,521 $234, M7 $516,139 $173,740 



11.9% 



^The minimum wage for newly covered workers (effective May 1, 1974) was used, which was $1.90 per hour. 

^A deficit worker is a regularly paid employee. who earned less than $1.90 per hour during the survey week in May 1974. The 
nunber of deficit workers actually found in the survey of regular paid employees was adjusted, by the inverse of the proportion 
responding to the staff questionnaires, to estimate the total number of deficit employees among all regular paid workers. The 
inverse of the proportion responding was 1.7857. 

cnie audition'al annual wages needed for deficit workers was computed by adding tlie amount.? that would be needed iu order to 
bring all deficit woikers up to the minimum wage level, and then multiplying that total by the estimated average number of 
hours worked per year (1,168). Tlie estimated annual hours was derived by assuming that paid employees worked an average of 40 
weeks per year. That Hgure wa^ then multiplied by 29.2, which is tlie average liours that regular paid employees worked during 
the survey week. 

^T^v's is the product of line 3 mulr,iplit>d bv line 4 of the table, and the sum multiplied by tlie estimated annual hours of work 
(1,168). 

eLlne 2 divided by line 5, and the result multiplied by 100. 
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wage bill by from 2% to 3%,* except for the private for-profit centers 
in Denver. In those cases, the wage bill would increase by almost 12%. 

We were also able to estimate the- current market value of equip- 
ment and vehicles in the Seattle and Denver day care centers. (See 
Table 26.) In Denver, we find that the for-profit centers make a 
substantially higher outlay on equipment and vehicles than do either 
of the nonprofit types. However, this is due largely to the much 
higher value of vehicles owned by the profit-oriented centers. Taking 
only the ratio of the current market value of equipment to the number 
of currently enrolled children in Denver, we find that the profit-making 
centers make an expenditure on equipment per child about equal to the 
publi centers. This is still quite different from what we see in 
Seattle, where public centers have a far larger investment in equipment 
plus vehicles per child, as well as in equipment alone, than do either 
Che profit-making or the private nonprofit centers. We also found that 
the current value per child of these items was greater in Seattle than 
in Denver, although the for-profit centers in both cities had approxi- 
mately equal values for equipment per child. 

Another cost issue is the provision of transportation services to 
users. Very few of the unlicensed FDCH vendors in either city provided 
such service, about 7% in Seattle and 3% in Denver. Of those that did 
in Seattle, most charged extra for that service; of the few who provided 
transportation in Denver, almost all said that they did not alter their 
fee for this additional service. 

Of the licensed FDCHs in Seattle, about a tenth provided transpor- 
tation to and/or from the home for the children under their care. In 
about three-fourths of these cases, the fees paid did not include a 
charge for this service, so that when transportation v/as provided, an 
additional assessment was made. In Denver, almost none of the licensed 
FDCHs offered a transportation service. 



'The percent change in Table 25 is more meaningful than the absolute 
amounts, since wc did not receive the necessary data from about half 
the regular paid staff in centers* 
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Table 26 



Current Market Valr.e 

Equipment and vehicles 

Equipment and vehicles/ 
currently enrolled child 

Equipment /currently 
enrolled child 



All 
Centers 

$5,320 
126.97 
97.33 



CURK^'NT MARKET VALUE OF EQUIP>[ENT AND VEHICLES 
(Means) 



SEATTLE 



Nonprofit 



Private 



87.55 



Public 



$4,742 $6,849 
102.86 231.38 



210.07 



For Profit 
Private 



DENVER 



All 
Centers 



Nonprofit 



Private 



Public 



$5,577 $4,789 $2,460 $4,221 

135.69 79.68 A5.30 70.47 

74.94 61.61 30.94 70.42 



For Profit 
Private 

$7,157 
110.79 
72.34 
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In Seattle, about a quarter of all centers provide transportation 
to and from their facility, with about half of these adding an extra 
charge for this service to their regular fee. The percentage providing 
transportation in Seattle ranged from 33% of the for-profit and public 
centers to about 17% of the private nonprofit centers, with none of the 
public centers including the cost of transportation in the fees charged. 
In Denver, less than 10% of all centers (none of the private nonprofit 
centers) provided transportation, with about 6% of the public and 18% 
of the for-profit centers doing so. ^ 

In another paper [26], we found that the annual cost per currently 
enrolled child in public centers* was from 2-1/2 to 4 times higher than 
for other center types in Seattle and from 2 to 3-1/3 times greater for 
the other proprietary types in Denver. From the data collected we have 
determined that the cost discrepancy was due to three main factors: 
(1) a lower average ratio of children to staff in public centers, (2) a 
somewhat higher average number of hours worked per week by public cen- 
ter employees, and (3) a much higher average hourly pay received by 
public center employees. So we find that, for a given number of chil- 
dren, public centers used more paid help, and they were paid a larger 
amount for more hours worked. Moreover, it is well to remember that 
these factors may also be indicative of a higher quality of care. 

So far in this chapter on cost, we have been concerned with de- 
scriptive analysis of the cost data from our survey. Now we want to 
investigate estimated cost functions, from which we attempt to isolate 
the cost of custodial care. 

Cost Functions — An Attempt to Isolate 
the Cost of Custodial Care 

Estimating a cost function for day care is complicated by the 
nature of the output. One of the simplifying assumptions usually made 



*It was found to be $1,960 in Seattle and $1,644 in Denver. 
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in the study of cost functionG is that outputs are homogeneous between 
firms. While this is never strictly true, the assumption is a reason- 
able abstraction from reality in many situations. Unfortunately, day 
care is not one '6f these. Comparisons of the amount of service produced 
by different day care providers fail to capture important differences in 
quality of service. The costs of day care vary significantly in rela- 
tion to quality as well as amount of care. Correctly accounting for 
differences in quality is complicated by the fact that there is no 
general agreement on what it is. Other studies ► 1 ''ay caro costs [l], [27] 
have avoided the difficulty by simply equating quality and cost. For 
a given quantity of care, they have assumed that differences tn costs 
reflect equivalent differences in quality. 

The cost functions estimated in this section reflect a different 
approach. We have calculated a charge for each child for a standard 
40-hour week of service. We assume that on a weekly basis, the rela- 
tionship between the charge and the quantity of care is proportional, 
e.g., that the charge for two weeks of care is double that for a single 
week. To account for differences in quality, we include variables in 
the cost function that should affect that dimension of care. This 
approach does not result in an explicit relationship between day care 
quality and cost. However, the goal of this section is to produce a 
cost function that will be a useful tool in evaluating the feasibility 
of day care subsidization. Moreover, public policy may be confined, 
in a comprehensive national day care subsidy program, to subsidizing 
only the basic custodial component of day care. Our approach does 
make it possible to estimate the cost of custodial care — that is, day 
care, approximating the car3 provided by the mother herself. The idea 
of quality in day care, and the rationale for our choice of indicators 
r^f quality, are discussed in Appendix F. 

In explaining the variation in the weekly charge, the most impor- 
tant indicator of quality is the amount of the provider's labor avail- 
able to each child. Labor is, in value terms, by far the most impor- 
tant input. It is the only provider input to in-home care. While 
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additional inputs are used by other types of providers, even in child 

r 

care centers (which should use the greatest number of additional in- 
puts), wages and benefits equal about 75% of gross income. Thus the 
relationship of labor input to the charge per child is central to the 
cost function for day care. 

Since the model seeks to explain the variation in the charge per 
child for a fixed period of care, the relevant amount of labor input 
can be represented by the ratio of children to providers, Ihis ratio 
decreases as the attention given to each child increases, and vice 
versa. The exact relationship of this quantity to the charge per child 
is not immediately obvious. -At one-extreme , the charge per child may 
be determined ^'ndependent of the ratio of children per provider. All 
variation in*^ the charge may be explained by the quality of the labor 
input and the amounts of other inputs. 

At the other extreme, an argument can be made that it is the total 
charge for a provider's service rather than the charge per child that 
is determined by the quality of the service and the quantity of other 
inputs. If the number of children to be cared for is not large, the 
addition of another child should not greatly increase the effort re- 
quired of the provider. That implies that over some range of the num- 
ber of children per provider, the total charge should be approximately 
constant for a given provider's service. Such a relationship seems 
most probable for in-home providers. Since the total charge is the 
product of the charge per child and the ratio of children to providers, 
this relationship implies chat the charge per child should be inversely 
proportional to the child/provider ratio. These two possible relation- 
ships between the charge per child (C) , the child/provider ratio (R) , 
and the variables representing quality of service and amounts of other 
inputs (Q^) can be represented by the equations 

C = a + E b Q ' (1) 
i i 1 

CR = d -h E e 0. . (2) 
1 i 1 
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Equation (2) can also be expressed as 



i R 



2i 



(3) 



The true function is likely to be somewhere between the two extremes 
and some experimentation has led to an intermediate model of the form 



The model in (A) requires the child/provider ratio as a variable, 
but the nature of child care service makes it difficult to define a 
single child/provider ratio. The number of children cared for in any 
time period of reasonable length may vary for a number of reasons. 
Parents' differing needs, or children's illness or school attendance, 
may cause substantial variations in the number of children present in 
a day care facility at any particular time. In addition, the number 
of children enrolled may not be the number preferred by the provider. 

Differences between the actual and the desired child/provider 
ratio may effect the charge per child. Two providers, equipped to 
handle the same number of children, may charge differently if their 
average attendance is different. The provider with lower average 
attendance would wish to charge a higher hourly rate for part time 
children to maintain his hourly wage, and parents may be willing to 
pay a higher rate because they purchase essentially a lower child/ 
provider ratio. Thus, we hypothesized that if differences in attend- 
ance caused any variation in the charge, increases in the average 
proportion of children in attendance to the number regularly enrolled 
would decrease the charge. To capture this effect, the ratio of 
average attendance to maximum attendance was included as an independent 
variable. 



C = f^f+Zh 



Si 



(4) 



i IT 
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Specifications of Variables 

The variables needed for estimating Equation (4) are presented 
systematically in Appendix F; here we briefly summarize them. The 
dependent variable, charge per child (C),.has been constructed so that 
it reflects a normalized 40 hours of use per week. The child/provider 
ratio (R) is simply the number of currently enrolled children per pro- 
vider. The other variables represented other inputs used to produce 
day care services, other services provided in conjunction with day care 
and differences in quality between providers. 

Cost Equations and the Estimation of Custodial Care 
for In-Home and Family Day Care Home Providers 

Estimates of the model given in Equation (4) are presented in 
Table 27. These represent the combined regressions* separated by city 
and provider type. 

Custodial care must be defined in terms of specific values of the 
independent variables in the regressions reported above. The values 
we have chosen to represent the custodial level of care for the vari- 
ables used in those regressions are shown in Table 28. Summed, they 
add $7.60 to the equivalent wage in Seattle and $4*96 in Denver, None 
of the extra services were included in custodial care and only two 
quality variables were given nonzero values. Using an appropriate data 
base from another study [11], we found that the average education of 
lower income working women was approxim;itGly 12 years in Seattle and 
10 in Denver. We felt that custodial care should approximate the care 
provided by the mother, at least in terms of quantifiable measures, and 
this led us to choose 12 and 10 years of education as the amounts appro 
priate for custodial care. The PREWORK dummy was set to 1 because it 
seemed likely that xack of previous work experience might indicate a 
provider who is reluctant to work and insists upon a hi^,her-than-normal 



*See Appendix F, Table F-1, for the overall combined regression. 
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Table 2 7 



COMBINED REGRESSION SEPARATED BY CITY AND PROVICER TiVE^ 



Seattle 

In-Home Providers 

CR = 64.03 -f 5,19 R - .57.PCTCHLD -f 1.32 EDUC -f ,03 EXPER 

- 8.23 PREWORK +1.38 HOME - 13.25 CENTER -f .06 PCTDEVL 
+ 22.21 SBL - 3.13 COOK + 19.41 LAUND - 7.46 OVRNT 

Unlicensed Family Day Care Homes 

tt 

CR = 58.29 -f 13.24 R - .48 PCTCHLD + 1.32 EDUC + .03 EXPER 

- -'8.23 PREWORK - 4.81 INHOME - 13.25 CENTER + .06 PCTDEVL 

+ 22.21 SBL - 7.46 OVRNT 

Licensed Family Day Care Homes 

CR = 48.71 + 20.98 R - .59 PCTCHLD + 1.32 EDUC +.03 EXPER 

- 8.23 PREWORK - 4.81 INHOME - 13.25 CENTER + .06 PCTDEVL 
+22.21 SBL - 7.46 OVRNT 

Denver 

In-Home Providers 

CR = 105.01 +5.19 R - 1.02 PCTCHLD + 1.32 EDUC + .03 EXPER 

- 8.23 PREWORK + 1.38 HOME - 13.25 CENTER + .06 PCTDEVL 

- 9.51 DBL + 2.12 DCH - 3.13 COOK + 19.41 LAUND 

- 7.46 OVRNT 

Unlicensed Family Day Care Homes 

CR = 58.29 + 13.24 R - .29 PCTCHLD + 1.32 EDUC + .03 EXPER 

- 8.23 PREWORK - 4.81 INHOME - 13.25 CENTER + .06 PCTDEVL 

- 9.51 DBL + 2.12 DCH - 7.46 OVRNT 

Licensed Family Day Care Homes ^ 

CR = 31.46 + 20.98 R - .59 PCTCHLD + 1.32 EDUC + .03 EXPER 

- 8.23 PREWORK - 4.81 INHOME - 13.25 CENTER + .06 PCTDEVL 

- 9.51 DBL + 2.12 DCH - 7.46 OVRNT 



^See Appendix F for definitions of variables. 
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wage. Although we used a value of zero for the experience variable, 
the coefficient is so small that the^ choice of .any reasonable value for 
the variable would cause very little change in the cost of custodial 
care. 

Table 28 

VALUES OF PARAMETERS FOR CUSTODIAL CARE 



Variable^ 


Seattle 


Denver 


OVUNT 


0 


0 


COOK 


0 


0 


LAUND 


0 


0 


EDUC 


12 


10 


EXPER 


0 


0 


INHOME 


0 


0 


HOME 


0 


0 


CENTER 


0 


0 


PREWORK 


1 


1 


PCTDEVL 


0 


0 



^See Appendix F for explanation of 
variables used. 

Substituting the values in Table 28 into the cost equations yields 
the equations in Table 29. It should be noted that the coefficients of 
the child/provider ratio are constrained to be equal across cities for 
each provider type and the race variables are constrained to be equal 
across provider type for each city. Despite the constraint on the 
child/provider ratio, the two unconstrained variables — the constant and 
the PCTCHLD, the variable measuring the ratio of average attendance to 
the maximum— have the same relationship between provider types for each 
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city. Thus, for each city, in-home providers have thef largest constant 
and licensed family day care homes the smallest. A similar relation- 
ship holds for PCTCHLD. The consistency of these results for both 
cities supports the validity of the constraint on the coefficients of 
the child/provider ratio across cities. 



Table 29 

REDUCED CITY/PROVIDER TYPE REGRESSIONS 



Equation 



City and Provider Type 

Seattle 
In-home 

Unlicensed FDCH 
Licensed FDCH 

Denver 
In- home 

Unlicensed FDCH 
Licensed FDCH 



CR = 71.62 + 5.19R - 
CR = 65.88 + 13.24R - 
CR = 56.30 + 20.98R - 

CR = 109.96 + 5.19R - 
+2.12 CH 

CR = 37.96 + 13.24R - 
+ 2.12 CH 

CR = 36.41 + 20.98R - 
+2.12 CH 



-57 PCTCHLD + 22.21 BL 
.48 PCTCHLD + 22.21 BL 
.69 PCTCHLD + 22.21 BL 

1.02 PCTCHLD - 9. 51 BL 
.29 PCTCHLD - 9.51 BL 
.59 PCTCHLD - 9.51 BL 



The coefficients of the child /provider ratio and PCTCHLD are signif- 
icant against zero in most cases. Only for in-home providers is either 
not significantly different from zero at the 5% level. Thus, for all 
family day care homes, the hypothesis that the provider's wage does not 
depend upon the number of children in his care can be rejected. 

The calculation of the cost of custodial care for each city and 
provider type requires the choice of values for PCTCHLD and the child/ 
provider ratio. For each city and type, providers were found whose 
average attendance was equal to their maximum. Th,-s, a value of 100% 
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for PCTCHLD was chosen as appropriate tor custodial care. The number 
of children per provider was found to be as high as^ 12 in some family 
day care homes. This ratio seems to be too high to ensure adequate 
custodial care. Both cities have regulations imposing a maximum of 
six children per adult in family day care homes, which seems to be an 
effective limit. Less than 7% reported averaging more than six chil- 
dren per provider. Because it was an effective limit for most firms 
and because it seems a reasonable maximum to ensure adequate custodial 
care, a child/provider ratio of six was used in calculating the charge 
for custodial care for family day care 'lomes. Neither Seattle nor 
Denver regulates in-home providers, so there is no established maximum 
child/provider ratio for this type of day care. However, the six-to- 
one ratio for family day care homes seems a reasonable maximum for 
these providers also. We observed only one provider in either of the 
two cities who had a higher child/provider ratio. Substituting th^^se 
values for PCTCHLD and the child/provider ratio yields the estimates 
of the cost of custodial care shown in Table 30. 

Table 30 

COST PER CHILD FOR CUSTODIAL CARE 
(White Prosrider, R - 6, PCTCHLD = 100) 



Seattle 

(Black provider) 
Denver 

(Black provider) 
(Chica R e - pro ^' id e-^ 



In-Home 

7.63 
(+3.70) 

6.52 
(-1.59) 
-f+.35) 



Unlicensed FDCH 

16.22 
(+3.70) 

14.73 
(-1.59) 
(+.35) 



Licensed FDCH 

18.86 
(+3.70) 

17.22 
(-1.59) 
(+.35) 



The estimated charges for custodial care are consistent across 
provider types for each city. For neither ^ty is the difference be- 
tween licensed and unlicensed family day care homes large. There is 
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a sizable difference between the two types of family day care homes 
and in-home providers, but this may be a consequence of the way the 
results are presented rather than a true difference between the provider 
types. In-home providers typically care for the children of only 
one family, while family day care homes may have children from several 
different families. Thus a three-child family must accept a child/ 
provider ratio of three if the parents hire an in-home provider but 
can get a child/provider ratio of six in a family day care home. The 
relevant costs for in-home care for a I'hree-child family are $29.06 in 
Seattle and $A1.84 in Denver per child. The costs for care in a family 
day care home are shown in Table 30. The conclusion to be drawn "^from 
Table 3C is that in-home care is less expensive than other comparable 
care but it is not a cheaper alternative for most users. 

Differences in cost may also oe a result of differences in serv- 
ices provided. We have not been able to account for capital services 
in establishing the cost function. Capital costs seem unlikely to be a 
major part of the charge, but they may explain some part of the differ- 
ence betvreen the two modes of care. 

Cost Equationr^ and the Estimation of 
Custodial Care fur Centers 

The estimated combined regression for both cities is presented 
in Table 31. A discussion of the sample size problem as well as the 
individual coefficients arc given in Appendix F. Here we want to use 
the estimated regression to determine the cost of custodial care for 
centers. 

Values for some of the independent variables in the regression 
that are appropriate for custodial care are given in Table 32. The 
values for the mean education level are taken, ror the in-home 
providers and family day care homes, from data from a sample of low 
income families. The racial variables represent the racial composition 
of providers with whom the average child came in contact. Note that, 
as in the previous regression, the variable for Chicanos has been 
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Table 31 



DAY CARE CENTER REGRESSION 



Dependent variable : Charge per ch^.ld 



Independent variables 
X/R 

SEATTLE 

AGE 

EDUC 

EXPER 

PCTDEVL 

PROFIT 

PUBLIC 

BLACK 

CHICANO 

CAPITAL 

SUBSIDY 

Constant 

Number of observations: 87 
r2 = .70 

Standard error: 31. 75^^ 



Coefficient in $ 
(standard error) 



-3.25 
(3.16) 

.25 
(1.20) 

.22 
(.13) 

1.77^ 
(.65) 

-.65 
(.42) 

.04 
(.05) 

2.86^ 
(1.25) 

2.10 
(2.50) 

11.08 
(9.97) 

.0004 
(.003) 

-.11 
(.09) 

-15-24 
(12.07) 



•^Charge per child for centers was calculated from a charge sched- 
ule rather than from actual charges, as was done for other pro- 
viders. The calculation is described in Appendix F. The values 
of the dependent variable are strongly affected by the way in 
which the calculations were done. 

^Significantly different from zero at the 5% level. 

CThe regression was weighted by the square root of the number of 
children in the center. Thus the standard, error applies to the 
product of the charge and the square root of the number of chil- 
dren. Sinct: the mean value of the square root is 6.63, this 
standard error is equivalent to a standard error of approximately 
$^.79 on the charge itself. 



DEFINITIONS OF REGRESSION VARIABLES FROM TABLE 31 



Variable 

C 
R 

SEATTLE 



Definition 



AGE'' 
EDUG* 

EXPER* 

PGTDEVL'' 

PROFIT 

PUbLIG 

ELAGK 

GHIGANO 

GAPITAL 

SUBSIDY 



Charge for a 40-hour we^k of care 

Child/provider ratio 

Dummy indicating a center in Seattle 

Mean age of providers in center who responded to survey 

Mean number^ of years of education of providers who 
responded tt) survey 

Mean number of years of experience of providers who 
responded to survey 

Average perce..t of cime spent in developmental activities 
bv providers who respbnded to survey 

Dummy indicating for-profit center 

Jurainy indicating center run by public agency 

Proportion of Black providers among survey responders 

Proportion of Chicano providers among survey responders 

Market value of all capital equipment used by center 
except buildings and grounds per child 

'^alue of direct subsidies to center for previous year 
;'>er week per child 



The data from which the variables AGE, EDUG, EXPER, and PCTDEVL were 
calculated came from a questionnaire distributed to individual pro- 
viders in the center. Not all questionnaires were returned, so these 
variables were averages based on sometimes partial informarion. 
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suppressed in Seattle. . The custodial level of capital per child and 
the average age of providers are arbitrary numbers, substantially 
below the average for all centers. The custodial level of the child/ 
provider ratio was taken to be six. We did not believe that the maxi- 
mum level for the v\umber of children per provider would differ greatly 
between provider types and so the level for centers was chosen consis- 
tent with other provider types. Finally, a value of one year vras 
chosen for the variable measuring the average experience of providers 
as a practical lower limit for that variable. Table 33 presents 
charges for custodial care based upon the values in Table 32 for both 
cities and each of the three types of centers. 



Table 32 

VALUES OF PARAMETERS FOR CUSTODIAL CARE 

Variable Value f or Seattle Value for Denver 

C 1 1 

1/R 1/e 1/6 

Seattle 1 0 

AGE 25 25 

EDUC 12 10 

EXPER 1 1 

PCTDEVL 0 0 
PROFIT 

PUBLIC - ' ' - 

BLACK .163 ' .193 

CHICANO - -0^3 

CAPITAL 150 150 

SUBSIDY 0 0 
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Table 33 



COST OF CUSTODIAL CARE IN DAY CARE CENTERS 
(Dollars/Week) 



Seattle 



Denver 



Private nonprofit centers 
Public nonprofit centers 
Private profit centers 



13.85 



15.62 



10.98 



11.98 



10.21 



7.37 



As for the other provider types, care in a day care center is 
more expensive in Seattle than in Denver. Unlike the case with in-home 
providers aiid family day care homes, the difference in cost between the 
cities arises directly from the different levels of education required 
rather than from differences in the cost relationship. 

These estimates of the cost of custodial care place centers be- 
tween in-home providers and family day care homes in both cities. For 
the reasons discussed above, a comparison with the cost of custodial 
care for in-home providers is not justified. In-home providers have 
essentially a different service from the two other provider types. A 
r.omparison between centers and family day care homes is appropriate, 
however, and that comparison indicates that centers are somewhat less 
expensive than family day care homes. Since the greatest difference 
between the two modes is in the average size of their operations, this 
may indicate the presence of some economies o2 scale in child care. 
Centers may benefit from greater specialization or better organization 
than is possible in family day care homes. However, the difference in 
costs between the two types is not large enough to support any firm 
concl'sions about their relative efficiency. Also, the superiority 
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of private nonprofit centers to the other types is even more striking 
when a comparison is made with family day care 'homes. Both of these 
results raise interesting questions for further research.* 



*An attempt to compare these costs with an independent assessment of 
total cost per child was made, but differencos in the data base for 
the two estimates made that comparison unreiiabla. Es&entially, the 
cost function was estimated from data on charges (revenue data), while 
the other cost estimate was based on actual costs (debit data). More- 
over, the actual cost data used is deficient in several respects, 
especially with regard to capital costs. 
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Appendix A 
DAY CARE SURVEY 



In t: rod uc Lion 

In a survey operation we rarely have the resources to undertake 
both an extensive and an intensive investigation. The Abt study [1] 
was an in-depth, intensive Iodk into a handful of high -qua.l ity center 
operations, whereas the Westinghouse-Westat study [27] provided a 
broad, extensive review of a large number of day care operations. In 
the former, we can get at details, such as the provision of "in-kind" 
services or the relationship between day care operations and tax write- 
offs^ Such detailed data can rarely be obtained in the survey attempt- 
ing to obtain a broader coverage. In tlxat .case, researchers are 
confined to a broader set of generalizations, many of which cannot be 
answered with a small set of detailed data. When budgets are restricted, 
what is chosen depends on the research design and the questions that 
that design elicits [19] . 

We attempted to gain greater depth than the Westinghouse-Westat 
survey, yet also provide a much broader coverage than the Abt survey. 
However, our survey was not as extensive as the former, nor nearly as 
intensive as che latter. Our compromise did, however, provide us with 
detailed data on a large enough sample that we can obtain reliable 
estimates of some important supply relationships in the Seattle and 
Denver day care industry. 

Our preliminary review of the day care industry indicated that it 
was composed of three main sectors: centers, family day care homes 
(licensed and unlicensed), and in-home providers. Three basic survey 
instruments were developed to obtain the needed data from chose three 
day care sectors. The instruments were designed so that we would get 
needed details, yet be short enough to allow us, within the budget 
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constraint, to obtain enough coverage of the industry. Before pro- 
ceeding with a review of the content and purpose of the instruments 
used, we will discuss the sample sel'ected for the day care survey. 

Sample Selection 

Our sample selection was based on estimates of the population in 
the different sectors of the industry, along with the budget limitation 
for the survey. Estimates of the population of centers and licensed 
family day care homes (FDCH) in both Seattle and Denver are very 
reliable, although there is a significant turnover in the latter 
sector. However, the size of the informal sector, unlicensed FDCHs 
and in-home providers, is difficult to estimate with any reasonable 
degree of reliability. Our estimates of the informal sector rould 
easily be double or only half the true population size* 

There were 1% eligible centers within the city limits of Seattle 
and 50 in Denver. All centers wefe to be included in the survey. 
There were seven complete refusals (about 10%) in Seattle and three 
refusals (about 6%) in Denver. Consequently, we were able to obtain 
65 completed center interviews in Seattle (along with two partial inter 
views) and A7 completions in Denver. 

Our SIME/DIME state liaison people gave us current lists of 
(almost) all licensed FDCHs in Seattle and Denver. From that list we 
selected a 25% random sample of the population to be surveyed. The 
refusal rate in this sector was almost 10% in Seattle' and 1% in Denver. 
The total of licensed FDCH questionnaires completed was 214 in Seattle 
and 167 in Denver. Of the latter number, 17 had been classed as un- 
licensed FDCHs in a presurvey listing. During the interviews, and 
through a lat^r check, it was found that these homes were actually 
licensed. They were consequently placed in the licensed FDCH sample. 

For the informal sector, our goal was a sample of 200 unlicensed 
FDCHs and 75 in-home providers in Denver, and 225 unlicensed FDCHs and 
125 in-home respondents in Seattle. Our very crude estimate of the 
informal sector suggested that, overall, the sample size chosen would 
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represent between 5% and 10% of the total population. However, due to 
the difficulties in contacting and interviewing respondents in the in- 
formal sector, we were able to obtain only 27 completed unlicensed FDCH 
and 25 in-home interviews in Seattle, and lOA unlicensed FDCHs with 
20 in-home completions in Denver. In Seattle there may simply be a 
smaller population of unlicensed FDCHs because of the more rigidly 
enffDrcad licensing requirement. On the other hand, it is equally likely 
that, due to the stringent legal considerations, the (illegally) un- 
licensed FDCHs are more hesitant about revealing that condition, 
Althoug/i there is also a legal requirement that FDCHs be licensed in 
Denver, the law is not enforced as rigorously there as it is in Seattle. 
For the in-home providers, we estimate that our sample of completions 
represents (roughly) perhaps 1% of the total population. 

The informal sector sample was selected through several sources. 
First, we sent a letter to all SIME/DIME families asking them to return 
an enclosed form with the name of any child care provider they used or 
knew. All licensed providers (centers and FDCHs) were eliminated from 
the names returned. The remainder were contacted for inclusion in the 
survey. We also obtained the names of some informal sector providers 
through the welfare department in Seattle and Denver. 

Content of Ins t^ ruments Used 

The instruments were designed to obtain the data needed to answer 
research questions arising from our a priori models of the day care 
industry. These questions involved such issues as costs, product 
differentiation, and entry barriers, brought out in Part I of the report 

In order to address the research objectives of this study> seven 
principal areas for data needs were developed. , These seven areas 



The sample generated from the SIME/DIME population, which is a random 
selection from the lower income families in the overall population of 
Seattle and Denver, is somewhat biased. However, our conc^ern is 
primarily with the supply of day care for lower income families, so 
the bias is not an important problem for our analysis. 
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concerned output, revenue, capacity and waiting lists, enti ' barriers, 
information, costs, and social and demographic characteristics of 
providers and children using day care services. 

As a measure of output, ideally we would prefer to isolate cus- 
todial care from the educational-developmental components of day care 
service. In an attempt to do that, the instrument was structured so 
that data on specific activities undertaken by providers would be 
collected. On the basis of discussion with day care specialists, v.e 

then determined which of those activities were relevant to the provision 

t 

of purely custodial service, which to the provision of educational- 
developmental services, and which to other administrative or nonchild 
care services. Data were also collected for use in an alternative 
method of determining the custodial component of day care. That data 
involved information on prices and on physical services such as meals 
served, health checkups, whether the illness of a child precludes day 
care utilization, and whether parental guidance is offered. Further- 
more, the relationship between the price charged per child and the 
number of children per provider, or staff member, in the three main 
sectors, might provide us with an alternative measure of custodial 
care (see Part V) . 

Revenue estimates were generated from data collected on fees, 
subsidies, and donations received. There are also data available on 
gross earnings and the total number of children cared for. The fees 
are given for each child t'or in-home and FDCH providers, whereas a fee 
schedule is provided for centers. Data are also available on non- 
child care duties, such as light housekeeping performed by in-home 
providers in the day care user's home, for which a fee adjustment must 
be made- 

Capacity data are available in terms of the hours and days the 
facility is open, the number of full- and part-time children in 
attendance, and whether there is a waiting list for available slots. 

For entry barriers, we have data on problems associated with 
licensing and zoning, where variances are required. In addition, we 
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know the delays encounteted in receiving the license or in obtaining 
the zoning variance* Data were also collected on the changes required 
to obtain the license; furthermore, some data are available, or can be 
estimated, on the capital needed to start up a day care op'jrat ion- 
Information data are chiefly concerned with how the user finds out 
about the service available, as well as how the provider communicates 
that information. 

Cost data are most important for our analysis of the day care 
industry. Because of its importance, and the difficulty of getting 
reliable and comprehensive cost data, a significant proportion of the 
interview was devoted to collecting information regarding costs. Our 
concern was not only to obtain actual cost data on all relevant inputs, 
but also to jet information that would allow us to impute costs for 
volunteer services, and fo' donated foods, materials, equipment, rent, 
and so on. Not only did we obtain data on the actual or imputed costs 
of many inputs, but we also received the information needed to translate 
these^costs into current dollars. 

Finally, we obtained data from the interview on many ct rhe social 
and demographic characteristics of providers and children. Data on the 
age, sex, race, and relationship to provider are available for providers 
and children. Additional data on education and work experience are 
also available for providers. For center staff, there are also data on 
whether the staff member works, and whether the fees for their own 
child are adjusted because of their working at the center. 

The interview instruments were structured to get the data needed 
to address the research issues presented above. However, as our brief 
discussion of che seven content areas indicates, a lot of data were 
needed. After extensive cutting following a pretest, the interview 
turned out to be about an hour long, and some problems arose in carry- 
ing it out. It is useful to look at some of these problems as they 
affect the data collected. 



Problems in Data Collectio n 

Interviewing began on May 2, 1974, and ended, with the exception 
of a few* hard-to-reach cases, by June 7, 1974. In almost all instances, 
this meant that the ■•'.nterviews were conducted during the regular school 
year. For both sites and in all sectors, the refusal rate was below 
15%. If the rate had exceeded 15%, we planned to obtain a profile of 
respondents who refused to be interviewed to see whether there was a 
systematic difference between those who provided the information and 
those who refused. Since the refusal rate was, in most cases, far below 
our cutoff point, the refusal profile was net undertaken. 

Another problem was that in Denver the list of licensed FDCHs was 
not complete, in that anyone who did not want his name to be used in 
any referral would not be placed on the list compiled for use by 
referral agencies. Since that was the list we used to determine the 
total population of licensed FDCHs in Denver, we did not have an 
accurate tally. However, a relatively small number of all licensed 
FDCHs refuse to be listed. But when we selected our sample of 
unlicensed FDCHs, 17 were, during the course of the interview, found to 
be licensed. This usually came to our attention when the unlicensed 
FDCH respondent would answer **yes" to question 501 ("are you licensed 
by an agency of the city or state as a family day care home operator'*?). 
For those who were later confirmed to be licensed, we changed their ID 
number to reflect their actual condition, thereby placing them in the 
licensed FDCH sample. The same problem did not exist in Seattle since 
all licensees are on the list supplied by the Department of Social and 
Health Services. 

There were a number of other general problems that arose during 
the course of the interviews, as well as some important problems 
relating to specific questions. One major problem was, as pointed out 
previouslyv obtaining an adequate sample of in-home providers in each 
city, and a large enough sample of unlicensed FDCHs in Seattle. In 
our attempt to enlarge the sample of unlicensed FDCH operators, we 
came across a large number of communal child care exchanges. Due to 
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the peculiari«:ies of this class of child care providers,* they were not 
Included in our sample. 

Several problems arose during the center interviews. One was out- 
side our control — the fact that in Seattle some centers had participated 
in three surveys during the two years preceding our survey, including 
one that began a few weeks before ours. About twelve centers were involved 
in the latter survey, with two refusing our attempts to interview theml 
Another center problem concerned the interview length. Although we 
tried to cut down the average on--site interview time to a maximum of 
1-1/4 hours, WG found that the time required was running from 15 to 60 
minutes longer than our maximum. The interviewers reported that the 
early respondents would become irritated when the interview went much 
beyond an hour, and would hurry through the last section. Since much 
of our needed cost data were being picked up at the end of the inter- 
view, we felt that it was essential to cut down the time. To do that, 
we eliminated ten questions that had to be answered by the respondent, 
usually the director, for each staff member employed at the center. 
These questions took a large amount of time since some centers had as 
many as 30 staff members, and few had less than five. Moreover, the 
ten questions removed concerned the position for which staff members 
were originally hired, the number of people hired for that position in 
the past year, and the time required recruiting for that position. 
These questions were originally included in order to obtain some infor- 
mation on possible "rare" inputs that could, conceivably, be a signifi- 
cant cost factor. Since the directors were having gteat difficulty in 
answering those questions for their staff, and since the time required 
in trying to obtain that data was jeopardizing more important data, the 
ten questions were removed, from the on-site interview instrument. 

There was also a supplement left behind at the center interview, 
to be distributed to each center employee. After completion of her 
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individual supplement, the staff member was to seal the form in an 
enclosed envelope and return it to the center director, who was to 
forward all staff supplements to the Urban Opinion Survey office. 
Although a large number of these staff questionnaires were returned, 
there were a significant number that were not returned, or not returned 
in time for inclusion in our files. 

Concerning the staff questionnaire that was left behind by the 
interviewers, perhaps the most serious problem was the grid specifying 
the activities undertaken during a week. This same difficulty was 
also found during the FDCH interviews. The key problem was, as we 
anticipated, division of the working week into independent activities. 
As one respondent put it, ''The various duties and periods cannot be . 
divided into hours and minutes and the harder my staff tried the more 
frustrating it was for them. Periods, duties and activities overlap 
and very often many things are taking place at the sams time." This is 

clearly true, but the overwhelming proportion of all respondents were 

able to fit their activities by time into major activities undertaken. 
Where problems were found in the activity grid and elsewhere in the 
returned staff supplement, we found it difficult to follow up with the 
respondent. This resulted from the fact that most of the center inter- 
views were done in late May and early June. By the time the supplements 
were sent in, many of the staff members had left on vacation, especially 
volunteers, and locating them was not possible. Moreover, many direc- 
tors simply refused to have staff members called to the telephone for 

follow-up work. - 

Another problem area was in fees that, were scaled to family income. 
In some cases there were almost 50 income classes used! Where the 
center could not constrain the fee? within a more manageable number of 
income classes, we averaged the fee schedule into at most five income 
classes for nonsubsidized child care users. 

Still another problem that arose concerned some confusion with 
regard to out-of-pocket food expenditures. In one question we asled, 
•'On the average, how much do you usually spend per month on fooc^ Tor 
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the children, other than your own?" In a set of related questions, we 
asked whether food stamps had been used to purchase food for children 
who were cared for for pay, as well as the amount actually paid for 
those food stamps. We found that some interviewers were adding the sums 
from the several questions while others were not. In order to obtain an 
accurate measure of the actual out-of-pocket expenditures, we checked 
back with all respondents whose answer to the set of food expenditure 
questions indicated a possibility that the data given might have been 
included twice. 

A major source of cost data for FDCHs (licensed and unlicensed) 
came from a set of questions concerning, capital and equipment owned. 
To compare the asset positions of FDCHs with similar homes in which 
child care is not provided, as well as to compare the asset positions 
of FDCHs with centers, a bifurcation of our FDCH sample was required. 
One subsample of FDCHs (licensed and unlicensed) was administered the 
same capital and equipment questions asked of all centers; the other 
subsample of FDCHs was asked the Net Worth module as given in the 7th 
SIME/DIME Periodic interview. A comparison of the FDCHs given the 
Net Worth module with homes of comparable socioeconomic characteristics 
that do not provide day care services was then made. Using a regression 
model, we determined whether additional capital assets were needed by 
FDCH operators, because of their child care activities. 



Appendix B 

TESTS OF RANDOMNESS OF RETURNED STAFF QUESTIONNAIRES 



SEATTLE (N = 67) 



Proportion of enrolled children 
who are aged 2-5 

Less than 70% 
70% or more 



Proportion of 
Regular Staff 

Returning 
Questionnaires 



Less than 
25% 



22.2 
38.7 



25% or 
more 



77.8 
61.3 



Chi Square 
Level of 
Si gnificance 



0.229 



Number of children currently 
enrolled 

40 or fewer 

41 or more 



3.5.9 . 
21v4. ^ 



64.1 
78.6 



0.314 



Proportion of currently enrolled 
children who axe full time 

75% or less 
76% or more 



26:2. 
•^6.0 



73.8 
64.0 



0.567 



Total number of people working 
in center, paid and unpaid 

20 or fewer 

21 or more 



31.0 
22.2 



69.0 
77.8 



0.884 



Center provides dental checkups 
(percent) 

7es 
No 



16.7 
32.7 



83.3 
67.3 



0.451 



Center provides psychological 
tests (percent) 

Yes 

No 



50-0 
27.1 



50-0 
72.1^ 



0.360 



Ownership type (percent) 

Nonprofit public 
For-profit private 
Nonprofit private 



27.3 
42.9 
22.9 



72.7 
57.1 
77.1 



0.280 
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Appendix B (Continued) 



DENVER (N = hi) 



Proportion of enrolled children 
who are aged 2-5 

Less than 70% 
70% or more 



Proportion of 
Regular Staff 

Returning 
Questionnaires 

25% or 
more 



Less than 
25% 



26.1 
20.8 



73.9 
79.2 



Chi Square 

Level of 
Significance 



0.93b 



Number of children currently 
entolled 

AO or fewer 
Al or more 



5.6 
3A.5 



9A.4 
65.5 



0.054 



Proportion of currently enrolled 
children who are full time 

75% or less 
76% or more 



18.2 
35.7 



81.8 
64.3 



0.357 



Total number of people working 
in center, paid and unpaid 

20 or fewer 

21 or more 



25.0 
14.3 



75.0 
85.7 



0.894 



Center provides dental checkups 
(percent) 

Yes 
No 



18.2 
25.2 



81.8 
75.0 



0.952 



Center provides psychological 
tests (percent) 

Yes 
No 

Ownership type (percent) 

Nonprofit public 
For-profit private 
Nonprofit private 



23.1 
23.5 



5.9 
35.3 
30.8 



76.9 
76.5 



94.-1 
64.7 
69.2 



0.725 



0.098 
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Appendix C 
CLASSIFICATION OF HOURS OF CARE 

For all providers, and for individual center staff members, we 
asked that they allocate the total number of hours ivorked last week as 
a day care vendor into twenty separate activities- These activities 
were then grouped into custodial care hours, educational-developmental 
care hours, administrative hpurs, and other hours. Our interest was 
in the first two types of activities. The method used in classifying 
activities into custodial or educational-development groups was by a 
consensus of thone involved with the analysis of this study, along with 
discussions with child care experts. The question asked was, "Out of 
the total time [worked last week], how much tiihe did you spend in each 
of the following activities?" The following is a breakdown of the 
activities according to whether they were grouped into the custodial or 
the educational-developmental set: , . , 

Custodial 

1. Supervising or watching children while they were having 
free play time. 

2. Sup^ervising or watching children while they were having a 
nap or rest time. 

3. Taking the children back and forth to the toilet, and 
attending to their personal toilet, including dressiag 
and undressing them, washing them up, etc. 

4. Supervising or watching the children while they were 
watching TV. 

5. Supervising or watching while they were having meals or 
snacks . 

Educa t i onal-Developmental 

1. Teaching or working directly with tha children while they 
were watching TV. 
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2. Teaching or working directly with the children on science, 
language, or number skills. (This iiicludes nature studies, 
reading, writing, learning numbers, counting, handling 
different quantities through the use of books, audio- 
visual aids, games, or other aids.) . 

3. Preparing materials to teach or work wit'i* the children on 
science, language, or number skills. 

4. Teaching or working directly with the children on arts, 
crafts, and music. 

5. Preparing materials to teach or work directly with the 
children on arts, crafts, and music- 

6. Teaching or working directly with the children on indoor- 
outdoor physical activities. (This includes rhythm games, 
running, jumping, climbing, digging, puzzles, and tinker 
toys. ) 

7. Taking the children on field trips, including museums, 
factories, and nature studies. 
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Appendix D 

DAY CARE COSTS: PREVIOUS STUDIES ^ 

Between 1968 and 1972, estimates of the cost of day care services 
were presented in three major studies [1, 7, 27]. These studies 
reported widely varying costs per child of day care operations, after 
adjustnieni: for a comparable reporting date. This Appendix is concerned 
with those costs, and the problems encountered in developing the 
estimates. More specifically, it deals with the issues to be faced 
in reviewing costs from different studies, and the actual costs found 
in the studies mentioned above. 

Issues 

Rowe [17] contends that the discrepancies found in the cost 
estimates presented in his project are based on data used, pricing 
problems, and quality and "efficiency" considerations. The first two 
problem areas relate to differences in the definition of terms used in 
the various studies as well as to lack of agreement on the "units" of 
service to be used. Moreover, there are regional cost variations and 
differential inflationary effects, that must be taken into account in 
making a comparison of alternative cost estimates. 

Expanding further on the d; ta questions, we find that a major 
problem is the form in which cost is to be estimated. For example, we 
could use actual enrollment or average daily attendance. On the other 
hand, coses per full-time equivalent for a standard 250-day-year and 
10-hour-day program might be more relevant. The Abt study found that 
average daily attendance (ADA) averaged 12% less than enrollment. 
Their cost estimates are based on ADA. This biases the costs upwards, 
in comparison with using enrollment, for centers; however it biases the 
costs downward f:"^r tarai^y day ca-e homes. The reason for the latLer 
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result is that FDCH mothers take care of their own children, who are 
not considered to be "enrolled" but are included in determining the 
ADA. (See Rowe [16] 101.) 

On the other hand, some estimates are based on the total number of 
hoars the facility is open, in conjunction with the average enrollment. 
Using facility hours does have the advantage of stating costs per child 
using the facility for the time that it is available to them. However, 
it is not an accurate reflection of actual use noi' of the costs consis- 
tent with that level of use. It seems more appropriate to estimate the 
costs per child by* determining the total costs per day, and then 
dividing that sum by the number of full time equivalent (FTE) children 
multiplied by the average hours of day care provided per FTE child. 
This would give us an estimate of the cost per child hour for the time 
that the facility is actually being used. ' 

Other data questions to be answered before useful comparisons can 
be made between alternative cost estimates concern the elements of 
cost used in the estimates presented. One major problem is that the 
imputed costs of volunteer service and the value of donated materials, 
supplies, and equipment are often not included in the cost totals. 
Moreover, often only recurrent, operating costs are included, while 
start-up costs as well as prorated shares of long-term investments are 
not taken into account. In centers, the use of volunteer labor can be 
a very significant factor in the actual use of resources in child care 
operations. The Abt study (as reported in Rowe [17, Chap. 8, p. 16]) 
found that the use of volunteers, unpaid family members, unpaid over- 
time, gifts, and other donated resources averaged 5% to 10% of total 
resources used by proprietary centers, and 15% to 25% of resources used 
by nonproprietary centers. 

For FDCHs, an important and often neglected cost is a eievant 
market assessment of the operator's wage. What is frequently done is 
to determine an ex post wage by dividing the difference between income 
and total operating expenses, excluding wages, by th^ "hours spent 
providing day core services for pay. This procedure would lead to a 



zero profit for FDCH operations, but it may not be an accurate 'reflec- 
tion of the real costs incurred. The market wage as calculated above 
does not take into account the fact that most FDCH operators often take 
care of their own children during the same time they are providing 
paid care for other children. This unpaid element of day care should 
be added into the income received before wages, as described above, are 
calculated. That would help to make the costs comparable for FDCHs 
in which the operators do and do not take care of their own children. 

The issue of pricing problems and differing regional rates of 
inflation is fairly " straightforward . If in one area the price of inputs 
is systematically higher, comparison of the costs based on data 
collected in the two areas is hot valid. Tlie same holds if two areas 
for which coxSt data are being collected are experiencing differential 
rates of inflation, which will lead to different relative prices for 
similar inputs. 

Table D-1 shows the total payment structure in Seattle and Denver 
for individuals with a Bachelor's degree* and highlights some of the 
problems faced in comparing costs where the price of an important input 
differs between the areas used. Of course, if only the actual salaries 
differed, and these were known, we could easily make an acceptable 
deflation of the higher or an inflation of the lower salary by construct- 
ing an index based on salaries in one or another of the cities used. 
However, first of all we rarely have all the input prices for a similar 
time period in the sites used for collecting the cost data; and second, 
the table points out the need to Lake account of non salary items in 
estimating the relative cost in the two cities. For e .nmple , in Denver, 
although salaries are higher, only one semester of partially paid 
sabbatical is given, whereas in Seattle, a full year of partial pay is 
given. This must be taken into account, and once it is known it can 



To the extent that centers use certified teachers, this structure may 
actually be relevant to day care costs. The data were taken frpm 
''Salary & Fringe Benefits for Tea::hers, ■'.972-'7j/' Riiiearch Report 
1973-R^, National Education Association, 1573. 
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handled without too much difficulty. But the next item presents a 
problem in pricing inputs that would be very difficult to adjust, in 
order to compare the price of teacher services between Seattle and 
Denver. We refer specif ically to the hospital and surgical insurance 
paid by the board. Although Denver pays all the cost of that insurance, 
payment is made only for the teacher, whereas Seattle pays half the 
cost for the entire family. 



Table D-1 

PAYMENT FOR TEACHERS WITH A BACHELOR'S DEGREE 



Denver 



Seattle 



Salary (taken at midpoint 
of minimum 'and 
maximum salaries) 



$9,657 



$8,176 



Sabbatical 

Time granted^ 
Salary received 

Insurance paid by board 
Hospital and surgical 
Group life 



1 semester 
1/2 of pay 



Full 
Full 



1 year 
1/2 of pay 



Part 
Part 



^Per 183-day year in Denver, and 182-day year in Seattle. 

^Every 7 years. 

^For teachers only. 

^For teachers and family. 

Quality and efficiency problems are the other issues to be faced 
in comparing costs from different surveys. Efficiency relates to 
producing the same services at: lower cost, while quality refers to how 
the output is to be defined. The two are related in that the issue of 
how much service of a given quality is produced at the least cost, 
which is the issue of efficiency, is not uniquely defined as long as 
researchers view day care quality from different perspectives. For 
exampl^^, th^ Abt study found economies of scale in day care centers. 
They found that centers with 75 children produced the ''same" day care 
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services at about 10% less than centers with 25 children. This came 
about mainly through the spreading of administrative costs. However, 
the Abt investigators contend that large centers are less warm, so that 
we may not actually be talking about the "same" service. Whether the 
warmth of service is a rele\ant element of the quality of care is 
difficult to say, but it is generally agreed that meeting the emotional 
needs of the child should be an important factor in determining the 
quality of child care. 

Obtaining an objective measure for the quality of child care 
services, one that is consistent and agreed upon between different 
investigators, has been an almost impossible task. [See 4, 5, and 9, 
Chap. 20; 17, Chap. 8, pp. 1, 10; and 28, p. 53.] As stated in Chapter 
2, child/staff ratios are usually used as the most reliable ad hoc 
measure of quality. However, it was found in a study of selected 
centers in San Mateo County, California, that, past some point, in- 
creased staff size can lead to a lowering of the care provided (Profes- 
sor Henry Levin, Stanford University, private communication). In that 
scudy, it was found that as staff size increases, more time is spent on 
interstaff communication and interaction, and less on direct contact 
with children. 

The Westinghouse-Westat study attempted to present some objective 
measures for viewing centers according to the level of child care 
provided. First they classified centers according to the aims of the 
programs. (They did not try to determine whether those aims were being 
met, how well it was functioning, nor the effect of the programs on 
children being served.) Their division was into type A (custodial), 
Typct B (educational), and Type C. (educational-developmental). Tliey 
then presented a detailed table of characteristics for centers [27, 
Table 2.1], Of the 119 characteristics used, very few appeared to show 
any sizeable differences between Type A and C centers. In Piost cases, 
the percentage of A and C centers for which the characteristics were 
present or relevant was either both high or both low. It is hard to 
see the relevance of miiny cf t^e characteristics for a discussion cf 
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the quality of care. There were a few, however7 that show some promise 
for an index of quality. First, only 4% of the Type A centers had such 
services as physical or dental exams or vision, speech, or hearing 
tests, while 72% of the Type C centers provided these services. 
Furthermore, only 5% of Type A centers had any certified teachers on 
their staff, while 62% of the Type C centers employed such teachers. 
The ratio of FTE children to child-related staff was 15:1 for the Type 
A and 6:1 for the Type C centers. Another relevant observation for a 
discussion of costs was that the average replacement cost of all equip- 
ment was $1,786 for Type A and $3,866 for Type C centers (adjusted to 
^ « 197A prices) . 

All these problems affect the costs of child care. At best, what 
it indicates is that we should be wary of making fine distinctions in 
comparing the costs of child care as presented in different studies. 
The costs to be compared should relate to a given level of quality. Mak- 
ing that distinction clear will be an important element of our analysis. 



Cosv s 

Table D-2 presents the average costs for child care as determined 
in the major studies mentioned above [1, 7, 27]. 

Table D-2 
CHILD CARE COSTS FOR CENTERS 
Abt Children's Bureau^ Westinghouse-Westat 



Cost/child/year $2,614 $1,373 Minimum $ 324 Type A 

2,053 Acceptable 540 Type B 

2,5SS Desirable 1,368 Type C 

Cost/child/hour^ $1.27 $0.67 Minimum $0.16 Type A 

1.00 Acceptable 0.26 Type B 

1.24 Desirable 0.66 Type C 



^The Children's Bureau costs were adjusted to reflect price changes 

between 1968 pnd 1970-71, 
^Estimares of 'she cost vc-v hour were based on an average of 8-1/4 hours 

per day for an average of 250 days per year. 
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The Abt cost data were collected for 13 exemplary centers so that, 
presumably, their cost is for high quality day care service. The 
Children's Bureau estimate for ^'desirable** care also represents an 
attempt to estimate coses for high quality care. The two estimates 
are ve'.ry close. However, the Westinghouse-Westat estimate for Type C 
centers, also supposed to offer high quality service, is only half of 
what the other studies found for such service. In fact, the cost for 
what the Children's Bureau considers to be custodial care (Minimum) is 
slightly higher than the high quality service found in the Westinghouse- 
Westat study. It is generally felt that the Westinghouse estimates 
were seriously underestimated, for several reasons. First, the 
proprietary centers, which made up almost 60% of all centers surveyed, 
did not appear to include proprietors' income or the labor supplied by 
unpaid family members into their costs. In general, as the report 
warns, **No attempt was made to impute the value of donated goods and 
ser\/ices cr rent free space" [27, p. XIII]. These costs can probably 
best be used in comparing the relative differences in costs between 
Types A, B, and C centers. However, even for this the comparison might 
not be too useful. Type C center costs are more than four times those 
of Type A, while in the Children's Bureau study. Desirable care costs 
are less than twice those for Minimum care. From the descriptions 
given, it appears that Type A and Minimum care should be approximately 
the same, as should Type C and Desirable care. 

However these costs are defined, it appears in all cases that 
costs are heavily dependent on the amount of labor used and the wages 
paid. The Abt study has three-fourths of the budget allotted to 
personnel costs, while the Children's Bureau estimated that over 60% of 
all costs were for personnel. 

Using data collected from 20 exemplary centers offering educational 
and developmental services, Abt prepared cost estimates for centers 
with 25, 30, and 75 children in averartt daily attendance. ITie costs 
louiid were J?2,349 per child per ye.ir for centers with 25 children, 
$2,233 per child per year for centers with 50 children, and $2,189 per 
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child per year for centers with 75 children. This indicates the 
existence of fairly small economies of scale for high quality cente 
However, as the Abt report suggests, those economies may have been 
more than offset by the loss of "warmth" in larger centers. They 
also found that the higher cost of smaller centers was due mainly t 
lower child/staff ratios, and not to higher salaries [see also 17] • 



\ 
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Appendix E 
CAPITAL COSTS IN DAY CARE HOMES 

Capital Costs in Day Care Homes 

Capital costs were left out of the cost equation for family day 
care homes because of the difficulty in determining how much of the 
services of hoi.^^^held capital goods were used in child care. Another 
reason for ignoring these costs was that the use of household capital 
goods may not affect the cost of day care. If the capital goods were 
things that would be owned whether or not the home was used for child 
care, and if the children only use excess capacity that would not other- 
wise be used by the provider's family, then competition could be expected 
to drive the cost of these services toward zero. To test whether capital 
services increase the cost of family day care home service, it is neces- 
sary to iTieasure these services. The only capital services that can 
clearly be attributed to day care are those of goods owned by family day 
care home providers and not by otherwise similar households. Thus, a 
comparison of the household capital of family day care homes v/ith a group 
of similar hones that do not provide child care offers the best test for 
the presence of capital as an element of cost in the provision of day 
care . 

The Seattle and Denver Income Maintenance Experiments are a source 
of data on families suitable for this comparison. The control groups for 
these experiments differ from the family day care home fan.illos primarily 
in the Cnct that they do not provide child care. With this comparison 
in mind, half the family day care homes in each site were asked the same 
question:^ about durable goods that are regularly asked the SIME and DIME 
populations. Both SIME-DIME and FDCH families were also asked the number 
of rooms in their homes. Although the data are responses to the same 
questions, ^hey do not represent the same time period for each group. 
While t'he Day Care Survey was conducted in May of 1974, the latest SIME 
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data available were from February of 1973 and the latest DIME data from 
November of 1973. This difference in dates could make data from the two 
sources noncomparable . To determine whether this was the case, compari- 
sons were made within the SIME and DIME samples over an equivalent length 
of time.* These comparisons showed no systematic difference over time, 
thus validating the use of the earlier SIME and DIME data for co.nparison 
with FDCH data from the Day Care Survey. 

Another difficulty that ari«;es in making a comparison between SIME/ 
DIME and FDCH families is the definition of the variable or variables to 
be compared. The comparison might be made on total net worth of the 
family. However, that quantity included the values of many assets other 
than buildings and equipment, and the presence of these other assets can 
only blur any comparison between the two groups. At the other extreme, 
comparisons might be made on individual items of equipment or aspects^of 
buildings. This approach too has difficulties. One problem is that some 
items may be missing from many observations, complicating the comparison. 
Also, this method multiplies the number of comparisons, making it diffi- 
cult to reach a single conclusion unless the true difference is very pro- 
nounced. The variables actually chosen for the comparison represent a 
compromise between these two extremes. They are: 

(1) The present value of all durable equipment in the home, 
excluding vehicles 

(2) The pr.e*^f^nt value of all land motor vehicles 

(3) The number of rooms in the house, excluding bathrooms 
and hallways. 

These variables were computed in the same way from the raw interview 
data for both groups. 



*A paired comparison test was made for each variable. The value of the 
variable for a particular month was compared with I:he value for :in 
earlier month for the same family. The number of months between the 
observations was the same as the number between the SIME or DIME obser- 
vations and the FDCH observations. 



The three variables listed above can reasonably be expected to be 
influenced by many other factors besides the home's use as a child care 
facility- In comparing family day care— l-kH ne s-- wi - th the SIME- an d— DI^fE 
families, it is important to eliminate or at least minimize the effect 
of these factors before the comparison is made. A straightforward way 
to do this involves the use of linear regressions. Regression models 
can be specified that explain the comparison (dependent) variables, in- 
cluding child care Litatus. When these models have been es\:imated, values 
for the explanatory variables can be inserted to produce predictions. So 
long as reasonable values of the explanatory variables are used to calcu- 
late predictions, the differences between the predictions should reflect 
the true difference betweeVi family day" care homes and SIME or DIME fam- 
ilies . 

This procedure was used to compare family day care homes with SIME 
and DIME lamilies'. Table E-1 lists the explanatory variables used in 
the models for each of the three comparison variables^ Unfortunately, 
the list does not include some variables that seem likely to affect the 
compaiison variables. Economic status as measured by ;family income and 
liquid assets should reasonably affect value of durables and value of 
vehicles. The number of rooms is also probably influenced by the number 
of children in the family. Data limitations prevented these and other 
possibly helpful explanatory variables from being included in the model. 
The absence of these variables may affect the comparison if there are 
systematic differences in l.he absent variables betv/een tlie two popula- 
tions . 

The fact that there are three variables to be explained points to 
the use of multivariate regression for estimating the coefficients of the 
model. Multivariate regression is simply a g^eralization of the famil- 
iar regression model to the case in which there are several dependent 
variables. The technique produces the same estimates that would be pro- 
duced by separate regressions on each dependent variable. However, in 
hypothesis tests, the multivariate technique makes use of the covariances 
between dependent variables that would impllc-^tly be assumed to be zero 
if cests were done using separate, single dependt it variable regressions. 
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Table E-1 - 
CONTROL VARIABLES 



i. 



Location 



0 Outside SIME or DIME area 

1 Inside SIME or DIME area 



2. 



Education 



Years of schooling 



3. 



Race 



0 White 

1 Bl-'"?k 



Age 



Age of female head of family 



5. 



6- 



Parents Present 



Homeowner ship 




Family with one parent present 
Family with two parents present 



Does not own home 
Owns home 



Models were estimated, with the dependent and independent variables 
described above, for family day care homes in each city, as well as for 
SIME and DIME families in each city. Then, predicted values of the com- 
parison variables were calculated for each population, using mean values 
of the independent variables from the SIME population for the Seattle 
comparison and from the DIME population for the Denver comparison. Hy- 
pothesis tests were done for each, comparing the predicted valuc-s for 
SIME or DIME families against those for FDCH families, A simultaneous 
test for all three comparison variables was done first, and then a test 



for each comparison variable separately. The estimated models, the means 
of the explanatory variables, and results of the tests are presented in 
Tables E-2, E-3, E-4, E-5, and E-6. Tables E-2 and E-3 present regres- 
sion coefficients for each group for each city. The means of independent 
variables used to calculate predicted values and the mean differences be- 
tween the'predicted values for the FDCH and SIME/DIME families are pre- 
sented in Tables E-4 and E-5. The results of the tests of the differences 
between the groups are given in Table E-6. 
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Table E-2 



REGRESSION COEFFICIENTS FOR SEATTLE 



SIKE Dependent Variables 



Independent Variables 


Value of 
Vehicles 


Value of 
Durables 


Number 
of Rooms 


Education 


65.7 


h.9 


-.020 


Race 


-116.0 


-156.9 


-.076 


Age 




-5.9 


-.006 


Headship 


-1141.0 


-281.3 


.178 


Homeownership 


367.7 


214.0 


.068 


Constant 


763. 9 


99 J . I 






Seattle 


FDCH Dependent 


Variables 


Independent Variables 


Value of 
Vehicles 


Value of 
Durables 


Number 
of Rooms 


ILUuCcl L J.UI1 


-10.4 


-23.0 


-.032 


Race 


15.4 


43.5 


.525 


Age 


7.5 


-5.8 


.004 


Headship 


-779.8 


-252.3 


-.413 


Homeownership 


582.8 


667.5 


.944 


Location^ 


23.5 


-14.5 


.472 


Constant 


632.26 


91S.07 


6.74 



^The location variable is not used for the SIME regression because 
all families were within the area. 
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Table E-3 
REGRESSION COEFFICIENTS FOR DiilNVER 



DIME Dependent Variables 



Independent Variables 


Value of 
Vehicles 


XT T £ 

Value or 
Durables 


Number 
of RoouiS 


Education 


63.4 


29.7 


.086 


Race 


287,3 


-14.8 


.?19 


Age 


-20.2 


-10.9 


.011 


Headship 


-466.2 


-317.5 


.160 


Homeownership 


281-6 


622.8 


.154 


Constant 


918.5 


910.2 


4.374 ■ 



Denver FDCH Dependent Variable 





Value of 


Value of 


Number 


Independent Variables 


Vehicles 


Durables 


of Rooms 


Education 


94.4 


76.4 


.022 


Race 


-574.1 


70.3 


.293 


Age 


-12.1 


-10.1 


-.002 


Headship 


-761.7 


-143.3 


.487 


Homeownership 


1118.2 


548.1 


1.311 


Location^ 


129.9 


70.7 


-.441 


Constant 


■ 423.8 


85.32 


5.81 



^The location variable is not used for 
all families were within the area. 



the SIME regression 



because 



Table E-4 
MEANS OF INDEPENDENT VARIABLES 



Seattle Denver 

Education 12.1 11.6 

Race .77 .74 

Age 41.3 42.9 

Headship .44 .40 

Homeownership .17 .14 

Location 1^ 1^ 



^Comparison was made ^'ithin the SIME and DIME areas. 



Table E-5 
PREDICTED DIFFERENCES 

FDCH/SIME FDCH/DIME 

Value of vehicles -388.3 -514.9 

Value of durables -216.5 -135.3. 

Number of rooms 1.7 75 1.110 
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Table E-6 



TEST RESULTS, SEATTLE AND DENVER 



SEATTLE 



DENVER 



Test 1: Comparison among SIME, DIME, and FDCH families on" all three 
dependent variables 



Test statistic: 8.184 
Degrees of freedom: 3,229 ' 
Significance: <0.005 
(Highly significant) 

Test Comparison on value of vehicles 

Test statistic: 2.071 

Degrees of freedom: 1,231 

Significance : >0 . 1 
(Not significant) 



Test statistic: 8.367 
Degrees of freedom: 3,224 
Significance: <0.005 
(Highly significant) 



Test statistic: 4.903 

Degrees of freedom: 1,226 

Significance: <0.05 
(Significant) 



Test 3: Comparison on value of durables 



Test statistic: 3.047 
Degrees of freedom: 1 , 231 

Significance: >0.05 
(Not significant) 

Test 4: Comparison on number of rooms 

Test statistic: 18.341 
Degrees of freedom: 1,231 
Significance: <0.005 
(Highly significant) 



Test statistic: .834 

Degrees, of freedom: 1 , 226 

Significance: >0. 1 
(Not significant) 



Test statistic: 13.511 
Degrees of freedom: 1 , 226 
Significance: <0.005 
(Highly significant) 
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The differences in the predicted values of the comparison variables 
between SIME/DIME and FDCH families are consistent for Seattle and 
Denver. ' In both cities, the predicted value of vehicles and value of 
durables are less for family day care homes while the predicted number 
of rooms is greater. For both, the difference in the number of rooms 
is the most significant difference between SIME/DIME and family day 
care homes. The only real difference between the cities is that the 
difference in value of vehicles is significant in Denver and not in 
Seattle. 

The results strongly support the conclusion that family day care 
homes have more rooms on the average than similar homes that do not 
provide child care. The direction of the difference is reversed for 
the other two comparison variables., but this may reflect differences 
in the data rather than differences between the two groups. While the 
data were responses to identical questions, they represent the first 
administration of the questionnaire to the FDCH families, while the 
SIME and DIME families had been asked the same questions several times 
before. This difference could be expected to lead to differences in 
reporting accuracy, especially since information collected in previous 
administrations of the questionnaires was used to prompt the SIME and 
DIME families. This difference in procedure must bias the predicted 
value? for durables and .vehicles upward for SIME and DIME families, 
relative to that for the FDCH families. Such a bias seems the best 
explanation for the higher values of durables and vehicles exhibited 
by SIME and DIME families. If there is some extra quantity of durables 
or vehicles needed for the operation of a family day care home, it is 
obscured by the bias caused by the different administration of the 
tests. 
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Appendix F 

SUPPLEMENTARY INFORMATION FOR THE DERIVATION OF FUNCTIONS USED 
IN THE ESTIMATION OF THE COST UF CUSTODIAL CARE 

Quality in Day Care 

Quality of day care service is something researchers have had great 
difficulty defining and measuring. There is no agreement on what would 
constitute a measure or set of measures of day care quality. However, 
there is a typology, with which most researchers would agree, that has 
implications for the construction of a iuodej for day care costs. This 
typology divides day care quality into two groups of attributes. One 
group has to do with the interaction of child and provider, and the 
environment or atmosphere of the place where the child receives care. 
High quality care is equated with a "warm nurturing atmosphere" and a 
provider who is attentive and takes an affirmative and encouraging atti- 
tude toward the child. This group of attributes measures quality more 
in terms of the determinants of the child's feelings about the exper- 
ience than in terms of the effect of the experience upon his growth or 
development. Of course, thi. child's attitudes toward a place where he 
must spend much of his time inevitably affect his development. The dis- 
tinction is made to contrast this bundle of attributes from another bundle 
that also affects child development and that involves the deliberate 
manipulation of the child's experience to bring about some specific 
change in his development. The only easily quantifiable indicator of 
quality of the first type is the staff/child or child/provider ratio. 
Mosc studies that have addressed the issue of day care quality have con- 
cluded that the staff/child ratio is crucial to the quality of care. 
The relationship between the staff/child ratio and day care «-:ost is 
clear. Because labor is the most important element in child care services 
higher staff /child ratios must significantly increase costs. Some quali- 
fications would be needed to apply this statement if staff/child ratios 
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and costs were to be compared between sectors of the day care marken. 
However, it does hold within any one of the sectors. Moreover, this 
statement is not in contradiction to the view expressed by one reviewer 
that staff/child rarios, levels of professionalism, .costs, and child 
behavior are inextricablv convected. 

The behavior of providers towards children is equally iii^portant 
but much more difficult to evaluate. Fortunately, only observable dif- 
ferences in provider behavior should have strong effects upon costs. 
While education and experience are easily evaluated, judgments of the 
provider's attitude must be so subjective and opinions of desirable 
provider behavior so various that the market could not accurately dif- 
ferentiate prices on the basis of this aspect of day care quality. 
Variation in the staff/child ratio and observable provider characteristics 
should summarize the effect of the first bundle of quality attributes 
upon day care cost. 

The seco nd aspect of day care quality in this typology involves 
the activities in the day care home or center that are designed to 
directly affect child development. This aspect might be called the 
quality of the day care program. Deliberate attempts at affecting 
the child's development range from simply a careful choice of the toys 
with which he may play through the establishment of ■i detailed and 
specific curriculum. This group of attributes is somewhat easier to 
quantify, at least * approximately . The Westinghouse-Westat study [27], 
fov exemple, classifies providers as giving either custodial, educational, 
or developmental care. Although measures of this group of attributes 
can be more explicit, there is less agreement above the level of quality 
associated with different types of developmental care. The different 
types of care are expressions of different theories of child development. 
In terms of its own theory, each particular type of care is best, but 
no generally accepted judgment of program quality exists. 

Several indicators of the quality of day care vis-a-vis the child 
development activities pursued by the provider can be identified. The 
education and experience of the providers and the type of activities 
provided are examples of such indicators. Taken together, they represent 



only a general understanding of the nature of this aspect of quality in 
day care service. The exact relationship between the indicators and 
the quality of day care is unknown, and a cost function incorporating 
indicators of the quality of the service will not directly relate cost 
and the quality of care. It follows that a cost function including 
quality indicators cannot be used to estimate the cost of a given quality 
of care unless that qualicy can be defined in terms of the indicator 
variables . 

In general* it is net easy to relate day care quality to particular 
levels of the indicator variables. However, care that is almost purely 
custodial in nature should be identifiable because it would correspond 
to a minimum level of each of the variables identified as indicators 
of quality. Thus, a cost function incorporating the indicators of 
quality in day care service will permit the estimation of the cost of 
custodial care. This cost is an aporopriate variable for the determina- 
tion ol day care policy, so infoimod decisions can be made without a 
complete understanding of quality variations in the provision of day 
care services. 

^^fhile tiie cost of custodial care can be estimated from a function 
incorporating indicators, little insight will be gained into the nature 
of day carR quality. Developmental care in general has a higher cost, 
but some types of development a jl care may be costless or even lead to 
decreases in cost. Thus, the cost function will identify not the cost 
of purely custodial quality care, but the quality of care with the lowest 
cost. Since the estimates are to be used to determine the rate at which 
day care should be subsidized, this is not a serious drawback. Dsviations 
from pure custodial care that v-^ere costless or resulted in cost savings 
could be included in subsidized care. 

Even for those elements of quality that increase costs, the cost 
function is likely to provide little Insight. The variables available 
to account for quality are only indicators: while they are known to 
be correlated with quality, their exact relarionship to quality and their 
interrelationships with each other are unknown. It is likely, however, 
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that variables used as indicators of quality are highly intercorrelated. 
Variables indicating labor quality, age, experience, education, and race, 
for example J will be interrelated in ways other than in their mutual 
relationship to the cost of day care. Such interrelationships will cause 
the coefficients of variables used as indicators of quality to be inac- 
curately estimated. However, it is the relatxonshin among ':be£e 
v.^riables and not their joint effect upon day Cc-re cost thr.L is inac- 
curately estimated. Again, our inability to accurately define quality 
will not detract from our estimates of the cost cf custodial care. How- 
ever, the intercorrelations of quality indicators will severely limit 
the information about the quality of day care obtainable from cost func- 
tion estimates. 

Nonlabor Inputs to Day Care Services 

While labor is the most important input to day care services, it 
need nof be the only one. For in-home providers, those who care Cor 
children in the children's own home, the children or their parents 
should normally provide whatever other inputs are used. The cost of 
these inputs should therefore not figure in the charge for day care. 
Another group of providers, the family day care home operators, bring 
children into their own homes and presumably supply nearly all inputs 
to the production of day care services. However, most of the inputs, 
besides labor, used in the production of day care are the services of 
various pieces of capital equipment, which the family of the provider 
also consumes directly. The accepted view of these inputs is that they 
represent the excess ot capital services not consumed by the provider's 
family and as such do not represent a cost of day care. For this reason, 
and because it would be very difficult to identify the part of these 
capital services used in day care, we have ignored these inputs in the 
estimation of the cost of day care for family day care homes. However, 
an attempt was made to identify differences between the capital goods 
held by family day care homes and similar homes that do not provide child 
care.. The results of this analysis are presented in Appendix E. 



The contribution of other inputs to cost in day care centers cannot 
be ignored siv:ce these inputs are used exclusively for the production of 
day care services.. Ij^^tailed information about the value and type of 
capital used iv. day care centjirs was collected in the interview. For 
analysis, it was necessary to aggregate the variables into a manageable 
set. The aggregation was done in value terms and the result was a 
single variable that measures the value of all capital equipment used 
in day care except buildings and grounds. Including a measure of the 
contribution of buildings and grounds proved difficult because the 
appropriate data were not often provided by the day care center. Two 
measures were investigated: square feet of floorspace and building cost, 
either rent or mortgage payment. 

Other Services Provided With Day Car e ■ 

Other services are often [)rovided concurrently with day care and 
their price included in the day care charge. Variables were added to 
functions for eaqh mode of care to account for these services. In-home 
providers sometimes provided various housekeeping services while they 
cared for children, and variables were added to account for the cost of 
these extra services. Both in-home and family day care home providers 
occasionally kept children with them overnight. Presumably the hourly 
charge for an overnight stay was nzuch lower since it required little 
labo^ from tiic provider. Since our charge variable is standardized for 
40 hours of any type of care, some adjustment for overnight stays was 
necessary. The adjustment \ja^ made by adding a variable that counted 
the number of overnight stays made by the child in the week of observa- 
tion. 

Combining Provider Types 

While it differs in detail, the day care service is basically very 
similar for all providers. This implies that cost func*<:i.ons for different 
provider types should be similar. The similarity should also extend across 
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cities. In the estimation of cost functions, this similarity can be used 
to advantage. So long as the few differences betv^een provider types and 
cities are accounted for within the equation, the data can be combined 
in estimating cost functions. Combining the data for different provider 
types will produce more precise estimates than could be obtained if 
cost functions foi each provider type and city were estimated separately. 
However, the way in which the data should be combined and the variation 
;^/:ross providers that should allowed in a combined regression are not 
obvious from prior knowledge of the day care service. Fortunately there 
is a flexible stiatis tical test, the Chow test, that facilicates compari- 
son between separate and combined models and between different forms of 
the combined model. Because of our belief An the similarity of the cost 
functions for different provider types, we imposed a 1% significance 
level for rejecting tests of combined regressions in favor of separate 
regressions . 

Heteroskedast icity 

The model, as described so far, can be expressed in the equation 

C = I + b + c + Zd . ^ + . 

The question of heteroskedasticity naturally arises here: there is no 
particular reason to suppose that C, the cost per child, has a constant 
variance for all providers. It seems just as reasonable that it is CR, 
the equivalent wage, and not C that has a constant variance for all 
providers. To find the correct form for the regressions presented below, 
we ordered their residuals by increasing the value of R and then plotted 
them. If the model eiifimated were heteroskedastic , the residuals would 
vary in absolute value systematically with R. Ordering the residuals 
by R assures that any systematic relationship will be readily apparent. 
This procedure was followed for the regressions presented below and in 
each case the model that showed no heteroskedastic relationship with R 
was chosen. 
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Cost Equations for In-Home and Family Day Care Home Providers 



Our survey of in-home and family day care home providers p-oduced 
information on each child who received care. These data for both provider 
types and cities were combined to estimate cost functions. Sor.e variables 
were allowed to vary across provider types ana cities. The variables 
chosen and the rationale for their choi«^c, is discussed below. The test 
of the hypothesis that uhese regressions could be combined had a sig- 
nificance level of 2.5%, outside the 1% level we had established for 
rejecting the hypothesis. 

The model given in Equation (4) of Part V was .estimated except that 
the dependent and independent variables were all multiplied by the child/ 
provider ratio (R) to remove heteroskedasticity . The complete regression 
is displayed in Table F-1 and is followed by definitions of the regression 
variables. Table 27 of Part V breaks the regression into six cost 
equations, one for each provider type and city combination. 

Four variables were allowed to vary between cities and provider types. 
The constant and the ratio of the average number of children in attend- 
ance to the maximum number were allowed to vary for each city and 
provider-type combination. The race variables were allowed to vary 
between cities only and the Chicano dummy for Seattle was suppressed 
■ because of the small nuinb^^r of Chicano providers. The child/provider 
ratio was allowed to vary across provider types only. These variables 
were chosen to vary because they seemed the most important in explaining 
day care costs and the most likely to affect costs differently for dif- 
ferent provider types or in different cities. The relationship between 
the ratio of children per provider and the cost of day care is the basis 
for the model and is likely to vary across provider type and city. This 
indicated that both that ratio and the ratio of average to maximum 
attendance should be allowed to-^ary. Subsequently, it was discovered 
that there was very little variation across cities in the coefficient of 
the child/provider ratio so it was varied only across provider types. 
In the model, the constant represents a fixed charge for the provider's 
time, which is shared by each of the children. As such, it is an impor- 
tant part of the model and , is likely to vary across provider types and 
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Table F-1 

COMBINED IN-HOME AND FAMILY DAY CARE HOME REGRESSION 
DEPENDENT VARIABLE: CR 

Standard 

Coefficient Error 
Independent V • > i ables (dollars) (dollars) 



Constant 


$105.01 




$31.43 


SEAIH 


-^!0.98 




40.84 


SEAHU 


-46.72 




35.97 


SEAH' 


-36.30 




31.46 


DENHU 


-72.00^ 




34.19 


DENHL 


-73.55^ 




31.69 


RIH 


5.19 




5.04 


RHU 


13.24^ 




1.56 


RHL 


20. 98^ 




0.68 


SPCTCIH 


-0.57 




0.34 


SPCTCHU 


-0.48^ 




0.21 


SPCTCHL 


-0.69^ 




0.07 


DPCTCIH 


-1.02^ 




0.31 


DPCTCHU 


-0.29^ 




0.14 


DPCTCHL 


-0.59^ 




0.09 


EDUC 


1.32^ 




0.66 


EXPER 


0.03 




0.28 


P REWORK 


-8.23^ 




3.84 


IN HOME 


-4.81 




3.22 


HOME 


1.38 




12.75 


CENTER 


-13.25^ 




4.92 


PCTDEVL 


0.06 




0.09 


SBL 


22.21^ 




4.69 


DBL 


-9.51 




5.22 


DCH 


2.12 




6.36 


COOK 


-3.13 




14.81 


LAUND 


19.41 




13.63 


OVRNT 


-7.46 




3.25 



Number of - bservations : 1750 
!<^: 0.56 

Standard error; 56.25 

Significantly different from zero at the 5% level. 



F-8 



DEFINITIONS OF FiiGRESSION VARIABLES 
FROM TABLE F-1 

Variable Definitio n 

C Charge for a 40-hour week of care 

R Child/provider ratio 

SEAIH Dummy for Seattle in-home providers 

SEAHU Dummy for Seattle unlicensed family day care homes 

SEA>-L Dummy for Seatr.le licensed family day care homes 

DENHU Dummy for E /er unlicensed family day care homes 

DENHL Dummy f jr Denver licensed family day care howies 

RIH Child/provider ratio for in-home providers 

RHU Child/provider ratio for unlicerised family day care homes 

RHL Child/provider ratio for licensed family day care homes 

SPTCIH Ratio of average to maximum attendance for Seattle in-home 

providers, expressed a percent 

SPCTCOT Ratio of average to maximum attendance for Seattle unlicensed 

family day care homes, expressed as a percent 

SPCTCHL Ratio of average to maximum attendance for Seattle licensed 

family day care homes, expressed as a percent 

DPCTCIH Ratio of average to maximum attendance for Denver in-home 

providers, expressed as a percent 

DPCTCHU Ratio of average to maximum attendance lor Denver unlicensed 

family day care homes , expressed as a percent 

DPCTCHL Ratio of avern^^e to maximum attendance for Denver licensed 

family day Cc^ie homes, expressed as a percent 

EDUC Provider's years of education 

EXPER Provider's years of experience 

PREWORK Dummy indicating whether provider has ever held another full-time 

job 

INHOME Dummy for family day care homes only, indicating whether 

provider has ever been an in-home provider 

HOME Dummy for in-home providers only, indicating whether provider has 

ever worked in a family jay c^re home 

CENTER Dummy indicating whe?;!\er provider has ever worked in a day care 

center 

PCTDEVL Percent of care consisting of developmental activities 

SBL Dummy indicating a black prc/ider in Seattle 

DBL Dummy indicating a black providtr in Denver 

DCH Dummy indicating a Chicano provider in Denver 

COOK Dummy for in-home providers only, irdicating that l*hey cookeJ 

meals in addition to caring for children 

LAUND Dummy foi j.a-home providers only, indicating i!^.ey did laundry in 

ddditi-^.-j CO caring for children 

OVRNT Number times the child stayed overnight with provider 
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cities. If the race of the provider affected his charges, the effect 
should differ only between cities. Any race effect should be similar 
for all provider types in a city, so race dununies were allowed to vary 
across cities only. 

The parameters that varied across provider type or city are most 
conveniently discussed before the functions are separated. Some of these 
were included to account for charges other than regular child care. 
A variable was included counting the number of times the child stayed 
with the provider overnight for all types and cities. The sum of all 
hours spent with the provider was used to calculate a standard 40-hour 
charge and, if some of those hours represented overnight stays, the 
charge would be a weighted average of the charge for regular care and 
the charge for overnight care, with the weight depending upon the number 
of overnight stays. We have i.vpothesized that overnight care was cheaper 
per hour than regular care and this implies that the coefficient for 
OVRNT, the variable representing the number of overnight stays, should 
be negative. The regression confirms this hypothesis. The coefficient 
for OVRNT is significantly negative and is of appropriate size.- Remem- 
bering that the dependent variable is the product of the charge per 
child and the child/provider ratio, we see that a provider with three 
children will charge approximately $2.50 less for 40 hours of care for 
each overnight stay included in that 40 hour period. 

Dummy variables indicated whether in-home providers cooked or did 
laundry while they provided child care. Neither variable was signifi- 
cantly different from zero. While there must have been some additional 
charge for these services, there were too few providers performing them 
for the charge to be measured accurately. 

Seven variables were included in the regression to capture the 
effect of quality differences upon the cost of day care. In general, 
these variables exhibit the behavior hypothesized above. They are co- 
linear and as a result have large standard errors and erratic values. 
Four out of the seven are not significantly different from zero at the 
5% level. The variables are constructed such that larger values should 
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have a positive effect upon costs, yet three of them have negative co- 
efficients, two of which are significantly different from zero. For 
one of these, the dummy indicating whether the provider has ever held a 
full-time job, the negative coefficient may not be so surprising. If 
the provider has never had a full time job, this may indicate he has a 
high reservation wage relative to others with his skill and training. 
He will work only if he receives a higher v/age than is normally paid to 
persons with the same qualifications. That such persons exist and that 
lack of previous work experience would indicate them seems reasonable, 
but that anyone would make use of their services is somewhat surprising. 
Other, equally qualified, persons offer their services at a lower price, 
so competition should assure that only those asking lower wages would 
be employed. The reason we see such persons employed may be that they 
possess qualities especially attractive to their employer but not generally 
available in the market for child care providers. For example, the 
provider may live nearby or be related no the children and thus offer 
greater convenience or security to the parents. Such circumstances offer 
a plausible explanation for the negative coefficient on the previous- 
employment dummy.* 

The negative coefficient on the dummy variable indicating whether 
the provider had ever worked in a day care center was also significantly 
less than zero. No explanation for this result is apparent. However, 
the decrease caused by the variable in the charge per child for an average 
number of children per provider is not large. 

Three continuous variables were included to mec rsure quality dif- 

, ♦ 

ferences. Years of schooling had a significant effect upon the cost of 

care, increasing the charge about 43c per week for each year of educa- 
tion when a provider cares for throe children. Surprisingly, neither the 
provider's experience nor the proportion of the children's time occupied 
in developmental activities had a significant effect upon the cost of 



^Alternately , as a reviewer points out, the variable may indicate persons 
who have specialized in child care, and whose services are therefore 
more valuable as a day care provider. 



F-11 



care, so that these variables may not be good indicators of quality dif- 
ferences. A variable measuring the provider's age was used in preliminary 
regressions but it was found to be insignificant and highly colinear with 
other variables, so it was dropped. ---^ 

Racial variables were varied only across cities, and, because of the 
sm^J.l number of Chicanos in Seattle, the variable representing Seattle 
Chicanos was dropped. Neither of the racial dummies for Denver was sig- 
nificantly different from zero, indicating no strong support for the 
hypothesis that racial discrimination was present. The dummy for Seattle 
blacks strongly indicates racial discrimination, but in reverse. Black 
providers received significantly more money for their services than did 
Whites. The negative coefficient might have resulted from a spurious 
correlation between the dummy for Black providers in Seattle and a 
variable affecting cost that was excluded from the regression. For 
example, race might be correlated with the location of the provider in 
the city, and the areas in which Black providers tend to work might have 
higher- than-average ''charges . This possibility and several other plausible 
correlations have been investigated without result. The coefficient for 
Black providers in Seattle remains unexplained. 

Day Care Centers 

The survey used to collect data from day care centers differed from 
lit. it used for the in-home providers and family day care homes in several 
respects. Because of the size of the centers, data were not collected 
on individual children. Although data were collected for individual 
providers, that information was useful only in the aggregate because the 
provider information could not be related to individual children. The 
center survey provided essentially a single observation for each center, 
representing average values for the dependent and independent variables. 
Although all centers in both cities were surveyed, only 87 center inter- 
views provided enough data to estimate a cost function. Even some of 
these were incomplete, but the misbing variables were not vital and were 
therefore replaced with means from the compj'^te observations. The form 
of the interview required us to calculate the charge for a 40-hour week 
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of care in a special way. The interview did not ask for charges for 
individual children but rather for a charge schedule. The blank schedule 
in the interview allowed the charge to vary by the number of children 
per family and by the family Income. We produced a single average charge 
from this schedule in two steps. First, for each category of number of 
children per family, we took a weighted average across income strata. 
The weights were based upon the proportion of families in each strata- 
for each city, as reported in the 1970 Census. The next step was to 
average across the number of children per family, and the weights used 
were the proportions of families with that number of children in the 
two cities, also taken from the 1970 Census. The charge thus derived 
was then adjusted to a charge per 40-hour week. This procedure was the 
best way to produce a variable comparable to that used for other pro- 
viders. However, it relies on several assumptions that could have been 
violated for many centers. This problem, together with the relatively 
small number of observations for centers, make the results presented 
below somewhat less reliable than those for other providers. 

The charge variable derived as described above is a mean charge for 
all children in the center. We assume for the centers as well as for 
the family day care home and in-home providers that the charge for each 
child has an identical variance. The mean charge for a particular center 
then has a variance inversely proportional to the number of children in 
the center. Regressions using the charge as a dependent variable must 
be corrected or the stochastic, error will be heteroskedastic . The 
appropriatt^ correction is to multiply the charge and all independent 
variables in the regression by the square root of the number of children 
at the center. Heteroskedasticity might also have resulted if the wrong 
forri were chosen to estimate the regression. The form used in the regres 
sion for in-home providers and family day care homes was found to be 
inappropriate and the regression was run directly on the charge rather 
than on the equivalent wago^. 

There were several differences between the independent variables use 
in the center regression and those used in the, in-home and family day 
care home regression. Dummies indicating whether providers had previousl 
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held a full-time job or provi.occj oti-.er types of day care could not be 
produced from the center intervieve;. Also, none of the extra services 
sometimes provided by in-home providers or family day care homes were 
furnished by centers, so the variable counting the number of times the 
child stayed overnight with the provider and the dummies^indlcaLliig 
that the provider cooked or did laundry were dropped. An attempt was 
made to construct a variable corresponding to PCTCHLD in the in-home 
provider, family day care home regression. Because the center ques- 
tionnaire had no information on individual children, the variable was 
constructed using the number of full- and part-time children with an 
imputed average attendance for part-time children. The variable had 
no predictive power in the preliminary regression and it was dropped. 

Other variables specific to centers were added to the regression. 
The variable CAPITAL measured the market value of all capital equip- 
ment per child except building and grounds. Two proxies for facilities 
rental were tried, but neither contributed greatly to the regression. 
Poor quality of data may explain this result. Another variable was 
added to capture the effect upon cost of any direct subsidy to the center 
The specific variable used was the amount of direct subsidy per child 

per week. Dummies were also added to account for cost differences by 

center type. There are both public and private day care centers and 
among private centers there are both profit-making and nonprofit centers. 
The fact that centers usually have several providers led us to use 
means for variables measuring their qualities. A mean age variable was 
tried for the conters. Although it was not useful in the in-home 
provider, family day care home regression, mean age proved to have some 
influence over cost for centers and it was retained in the final 
regression. 

\ Attempts were made to combine the data for Seattle and Denver in 
the final center regression. Little difference was found between the 
regressions for r he two cities. Therefore the data were combined and 
only the constant term was allowed to vary between the two cities. The 
F test of the constraints implied by that particular combined regression 
was barely significant at the 2.5% level, outside the 1% critical level 
we have previouslv set- 
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Cost Eq^uations for Da ^^ Care Centers 

The combined regression for Seattle and Denver was shown in Table 
31 of Part V, along with a list of definitions. The most noticeable 
thing about that regression is the scarcity of variables significantly . 
different from zero. Only EDUC and PROFIT were significantly different 
from zero at the 5% level. The general low significance level is probably 
explained by the combination of a relatively small sample size and 
limited variation in the levels of variables that determine day care 
cost. While the final sample size was 87, the standard error of the 
unweighted dependent variable — the charge per child — was only 4.69 across 
centers. The small variation in the dependent variable suggested that 
the independent variables might be relatively constant, and further 
examination confirmed that few of the independent variables exhibit 
great variations across centers. 

The small sample size and limited variability of independent variables 
in the regression have led to high standard errors of the coefficient 
but the problem had not been so severe as to produce wild coefficient 
values. All the coefficients except those for average provider experience 
and the child provider ratio have the expected signs. The variable EXPER 
measures the average experience of all providers in the center. Exper- 
ience is a desirable quality and should have a positive effect upon cost. 
However, the regression predicts that each year of provider experience 
decreases the charge per child by $.65. Similarly, the coefficient of 
R, the child/provider ratio, measures the fixed cost per provider, which 
must be divided among the children, and such a fixed charge is presumably 
positive. Neither coefficient is significantly different from zero at 
even the 10% level, and we conclude that the incorrect signs are a result 
of the variability of the parameter estimates caused by the small sample 
size and limited variation of the independent variables. 

No other coefficients have signs different from what is to be expected 
and most have values in a range that seems reasonable. Two exceptions 
are the variables measuring capital per child and subsidy per child. 
The coefficient of the capital variable measures the charge per week 
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per dollar of capital. \^en compounded, the coefficient implies a 
yearly return on. capital of 2.3%. The coefficient is unreasonably low 
but its large standard error indicates that it is very inaccurately 
^measured. A two-standard-error interval around the estimated coefficient 
more than covers all reasonable values of the coefficient. The coeffi- 
cient of the subsidy variable measures the decrease in the weekly charge 
caused by a one dollar increase in thc> direct subsidy -»er child. As 
mentioned above, the subsidy variable was based upon the previous year's 
subsidy, so conclusions about the effect of direct subsidies should be 
made cautiously. However, the interesting hypothesis for this coefficient 
is 'that the coefficient is one, implying a oue-for-one traJe-off between 
subsidy and charge, and this hypothesis can clearly be rejec ::ed. The 
estimated coefficient is more than ten standard errors away from one, 
so the hypothesis can be rejected despite the mismatching of the subsidy 
data. Direct subsidies do not seem to result in equivalent reductions 
in the charge per child. 

The coefficients allow us to t'.^st other interesting hypotheses 
about the determinants of cost in J-v, i cent-rs. The coefficient of 
the dummy indicating a public cer-.er i-^- nearly significant and the 
coefficient of the dummy indiv ^ri.ng ar.iers operated for profit is 
significanc at the 5% level. =.-^rc .rr;- three types of centers: privates 
profit-making centers, private nonprcil centers, and public. The PROFIT 
and PUBLIC dummies represent t.s: .1 r :ence in these three types of centers 
and the significance of the cor- *; ..nts indicates some differences between 
the charges of different types centers. The sig/^ If icance or near sig- 
nificance of the test.^ PROFIT and PUBLIC against i^ply that private 
prof Lr-naking centers .^..d public nonprofit centers .re o;..:h differeni 
cos*: from private nonprofit centers. The third hypoi:':u5 is , that prxv-ite 
profit-making center., were equal in cost to public nonprofit centers, was 
also tested and no significant difference in cost was fouT-a. Also, the 
coefficient of the variable indicating that a center was in Seattle was 
insignificant. This supports the hypothesis thr.t there is little dif- 
ference betv;een the cost relationships for the two cities. 
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